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Why turn your Accountant 


into a Gunman ? 


when you can 


let us carry 
the weapons! 


When your accourizant 
collects your payroli he 
takes risks for you that 
you have no moral right 





to ask him. Carrying a 
gun is no job for an 
accountant. And have 
you ever asked his wife 
how she feels about it? 


No payroll, however large, is worth a human 
life. Don't take risks! Mayne Nickless can 
collect your payroll more safely and for less 
cost than you could ever do it yourself. 
Your payroll staff get off to a flying start, 
because Mayne Nickless will deliver the 
money at any time to suit you. Supposing 
your payroll amounts to £300 . . . you get 


For an on-the-spot quotation 





the complete protection of the Mayne Nick- 
less Payroll Delivery Service for only 17/- 
a week . . . £3,000, just £3/5/- a week! 
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more often than not, the man behind 
this door is H.R.I. trained 


By far the greater majority of qualified Banking, 
Accountancy and Secretarial Executives in Aus- 
tralia are H.R.I. trained. Since 1897, the H.R.I. 
personal-individual tuition method has scored out- 
standing success in examinations. 


But Properly trained men are scarce and becoming 
scarcer with Australasia's tremendous expansion. 
Business itself must take the initiative and provide 
incentive for training — conduct a Staff Training 
Plan within your firm, encourage young men to 
take training courses, perhaps pay part of their fees. 
You should act now, write or ring H.R.L., and dis- 

a ye employees’ training with an expert voca- 

officer. 

*RESULTS PROVE! Year after year, H.R.I. 
students win more honour places in commercial 
examinations than those of all other tutors and 


THE 7 PROVED* FEATURES 
OF H.R.I. TUITION METHOD 


Personal-individual 
tuition 


. Fixed all-inclusive fee — 


no text books to buy 


- No time limit to tuition 
- Guarantee of tuition till 


successful 


. Printed texts constantly 


modernized 


. Free employment 


assistance 


. Enthusiastic personal co- 


operation of tutors 


schools combined. 
Hemingway Robertson Institute 
Since 1897, an institution to promote personal 


her advancement in business through education. 


122 BANK HOUSE, BANK PLACE, MELBOURNE — 122 BARRACK HOUSE, 16 BARRACK STREET, SYDNEY. 


Offices in all Capital Cities, Newcastle and Launceston. 2092 
——— 
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In This Issue 


HE annual research lecture in 

accounting endowed by the Aus- 
tralian Society of Accountants in 
the University of Melbourne usually 
provides members of the accounting 
profession with a subject and a 
speaker worthy of the occasion. 


The 1957 address delivered to a 
capacity audience in the commerce 
lecture theatre at the University of 
Melbourne on October 2 was no ex- 
ception. The speaker, Professor 
R. J. Chambers, Professor of Ac- 
counting, University of Sydney, took 
as his subject, “The Implications of 
Asset Revaluations and Bonus Share 
Issues”. 


We are pleased to be able to pub- 
lish in this issue of the Australian 
Accountant the full text of the lec- 
ture. As will be realised from read- 
ing it, a great deal of thorough re- 
search and penetrating thought has 
gone into its preparation. 


Professor Chambers presented his 
paper most eloquently and his argu- 
ments were stated with the authority 
of one who has arrived at his con- 
clusions only after the most careful 
study and consideration. He took 





EDITORIAL 











a controversial stand on his subject, 
and his forthright deductions and 
opinions will no doubt be read with 
great interest. His statements in 
regard to auditors’ reports are par- 
ticularly challenging. 


Not every accountant will be in 
agreement with him in regard to 
many of the points he made in his 
lecture. However, its publication in 
this issue, puts his provocative 
views on record and brings them to 
the attention of all members of the 
Society. The lecture must be re- 
garded as a valuable contribution to 
current thought on a real issue in 
accounting. 


On pp. 493-6 in “Internal Audit- 
ing’ Mr. M. A. Hesse gives a clear 
picture of the internal auditor’s ac- 
tivities and sets out the require- 
ments fundamental to his successful 
functioning. 


The subjects discussed at the 1957 
International Accounting Congress 
at Amsterdam are reported on pp. 
490-2. These are of particular in- 
terest as several leading identities of 
the Australian accounting profession 
contributed. 





The Outstanding Event in the Accountant's Calendar for 1958: 
A.S.A. CONVENTION, SYDNEY, MAY 5 to 8 
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International Congress of Accountants 


Held at Amsterdam, Holland from September 9 to 13 


EMBERS of the accounting pro- 
fession from all parts of the 
world assembled in Amsterdam in 
September for the 1957 International 
Congress. Springing from a com- 
mon aim—an urge to discuss topical 
accounting problems on the broadest 
possible basis—the Congress pro- 
vided a wonderful example of inter- 
national amity and co-operation. 


The Congress was officially opened 
by H.R.H. the Prince of the Nether- 
lands and was attended by more than 
2,700, this number including 1,650 
visitors from other lands. The 
honour of representing Australia as 
delegates was shared by Messrs. G. E. 
Fitzgerald, B.A., B.Com., F.A.S.A., 
F.C.LS., (immediate past president 
of the General Council of the Aus- 
tralian Society of Accountants), 
R. K. Yorston, F.A.S.A., F.C.A. 
(vice-president of the N.S.W. Divi- 
sion of the A.S.A.), and R. A. Irish, 
F.C.A. (president of the Institute of 
Chartered Accountants in Australia). 


Official Opening 


In opening the Congress His Royal 
Highness the Prince of the Nether- 
lands said: 


“The real significance of professional 
congresses like yours is, I feel, primarily 
to be seen in the usefulness of open-minded 
discussion of the many problems which 
must face you. However a not less in- 
teresting objective can be attained by as- 
semblies like this. International congresses, 
which provide opportunities for a down- 
to-earth discussion of professional problems 
as well as real personal contact between 
representatives of many nations, can do 
much towards promoting a better under- 
standing. And this, in its turn, goes a 
long way towards respect for and appre- 
ciation of opinions and a way of life 
differing from our own. 

“T feel sure that you will not contradict 
me when I say that important decisions 
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are very often based, wholly or partly, on 
the opinions expressed by accountants, 
Those decisions are mostly related to eco- 
nomic and financial matters which dominate 
for a large part the relations between in- 
dividuals and communities. In promoting 
fairness and honesty in all kinds of finan- 
cial statements and presentations account- 
ants make a valuable contribution to the 
founding of human relations on principles 
of truth and justice. 


“Accountancy becomes more complicated 
and more exacting every year. Gone for- 
ever are the days of which an American 
philosopher wrote: ‘Instead of a million, 
count half a dozen, and keep your accounts 
on your thumb-nail’. Of course, the world’s 
back-room boys, those incredible inventors 
and scientists, are trying to help you with 
their clever mechanical brains and fan- 
tastic mathematical robots, but it may well 
be that even these aids to calculations are 
in many ways adding to, rather than sub- 
tracting from, your problems, if only be- 
cause the very principles on which you 
work must always have a human element 
and must always manifest human charac- 
teristics. 

“A profession like yours, which in par- 
ticular occupies itself with economic and 
financial matters is peculiarly susceptible 
to the danger of materialism. You do not 
need a warning against this as you have 
decided to start your proceedings with a 
discussion on the principles of your pro- 
fession. 


“It seems to me that you will only be able 
to reach your goal if you succeed in feeling 
yourselves members of a fraternity which 
is based on mutual understanding and ap- 
preciation, which would promote and 
ae feelings of friendship and good- 
will.” 


The President of the Congress, 
Mr. J. Kraayenhof, as the final 
speaker at the opening ceremony, 
set out the main objectives of the 
Congress as: 


“Firstly to reach a better understanding 
of the various views on the subjects under 
discussion, that is to learn from each other 
on the points on which we agree as well 
as on the how and why in respect to 
the points on which we differ. Secondly: to 
stimulate the study of theory and technique 
of the profession throughout the world. 
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“In doing our job, we accountants,” Mr. 
Kraayenhof said, “are individually respons- 
ible and when truth and fairness should 
be the outstanding characteristics of our 
profession everywhere as the rapporteur 
on the subject of our first meeting states, 
it is for each of us individually to live up 
to these principles. In this way everyone 
will contribute to peace and justice in the 
world. There is more idealism to guide 
us in our profession than is generally 
assumed by outsiders and than is accepted 
by even some of ourselves.” 


The business sessions which took 
place mainly in a concert hall with 
a seating capacity of 2,300, comprised 
subjects of interest to every accoun- 
tant whether in public practice, the 
public service or in industry. Six 
subjects, each based on five papers 
written by accountants of various 
nationalities, comprised the business 
of the Congress. 


The discussion was begun by a rappor- 
teur giving a summary of the contributed 
papers, which were then discussed by a 
panel of speakers assembled on the plat- 
form to deal specifically with the subject. 
The delegates represented a great variety 
of nationalities and spoke in many different 
tongues. To enable as wide as possible 
an understanding to be gained from the 
discussion, simultaneous translations were 
made in the four official languages of the 
Congress, i.e. English, French, German and 
Dutch. 

A well printed, multi-lingual journal, 
“Congress News”, was issued each day 
of the Congress. This publication also 
included photographs of those taking part 
in each day’s discussions. 

The subjects discussed were: 

Principles of the Accountant’s Profes- 
sion; 

Budgeting and the Corresponding 
Modernisation of Accounting; 

The Verification of the Existence of 
Assets; 

Business Organisation and the Public 
Accountant ; 

The Internal Auditor; 

Ascertainment of Profit in Business. 


The first session on the subject 
“Principles for the Accountant’s 
Profession”, was under the chair- 
manship of Mr. Arthur B. Foye, of 
the American Institute of Certified 
Public Accountants. Sir Thomas 
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Robson (a past president of the 
Institute of Chartered Accountants 
in England and Wales) was the rap- 
porteur and his summary included 
the following remarks: 


Our participation here shows the world- 
wide nature of our profession, and our be- 
lief that the principles which should govern 
it are universal. Accountants need the 
basic qualities of character and competence, 
but they need also the benefits which come 
from contacts with other accountants, from 
the impact of mind on mind and the dis- 
cussion of common problems. 


The profession itself in every country 
needs a like impact; it can obtain this 
by participation in congresses such as this, 
by the despatch of its members to work 
in other countries and by the contact which 
it maintains with accountants from abroad 
who work within its own country. 

The task of defining the accountant’s 
responsibility has been made in many coun- 
tries with varying success. But there is 
no doubt that certain general principles 
have already emerged internationally, they 
are: honesty, independence, and knowledge. 


The papers on the subject of “Budgeting 
and the Corresponding Modernisation of 
Accounting” were in agreement on the 
point that budgeting is a factor of great 
importance in the industrial life of the 
community. 


The exchange of opinion between the 
members of the panel resulted in the fol- 
lowing main thoughts: The tendency to 
overburden management with too much 
accounting information; a general agree- 
ment that standards should be attainable 
and appropriate to individual circumstances, 
and that replacement values should be the 
basis of budgeting rather than historical 
cost. There was a divergence of opinion 
as to the role of the auditors in the veri- 
fication of budgetary controls. 


On the subject “The Verification of the 
Existence of Assets” one of the papers was 
contributed by Mr. G Stewart, 
F.P.A.N.Z., of New Zealand. 


The authors of the papers all agreed 
that the topic presented a twofold inquiry; 
first, the proving on the one hand that 
the particular asset did actually exist at 
the date of the balance sheet, in physical 
or some form, and secondly, that the title 
or right thereto was actually vested in the 
owner as recorded. The general consensus 
of opinion may be summarised as follows: 


Stock-taking considered in its broad sense 
is an essential part of any audit. Personal 
inspection is generally the surest evidence 
of existence. For assets which can more 
easily be substituted, inspections with an 
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element of surprise will be found most 
effective. The time, frequency and coverage 
of any inspection will depend on the 
nature and size of the undertaking, the 
extent and effectiveness of the internal 
control and other pertinent factors. Prac- 
tices and procedures will of necessity differ 
widely in the case of investigations as 
compared with annual audits. 


The auditor need not ordinarily have 
expert technical knowledge of all phases 
of the operation and, provided he uses 
reasonable care and skill, combined with 
sound judgment, he would be considered 
competent to carry out an intelligent and 
adequate verification of the existence of 
assets. 


“Business Organisation and the Public 
Accountant” was a subject in which 
speakers stressed the importance of man- 
agement accounting and Mr. R. Keith 
Yorston, F.A.S.A., vice-president of the 
N.S.W. division of the A.S.A., who was 
a member of the panel, pleaded for a 
widening of training methods to equip 
public accountants for management ac- 
counting. He also felt that the distinction 
between financial and management account- 
ing was overdone. 


Mr. Yorston said that as management 
accounting became part of the internal 
control the auditor must make use of it. 


On the subject of “The Internal Audi- 
tor” one of the papers was contributed by 
Mr. R. A. Irish, F.C.A., president of the 
Institute of Chartered Accountants in Aus- 
tralia. He advanced the view that internal 
auditing was first an adjunct to the out- 
side audit but it has come to be appreciated, 
that internal audit can provide a construc- 
tive as well as a protective service, an 
advance in thought which lifts the func- 
tions far above mere clerical routine. The 
internal auditor thus acts on management’s 
behalf to sift the detail of daily operation 
efficiency and so identify those features 
needing executive review, judgment and 
decision. The rapporteur in his summary 
said that he couldn’t do better than state 
the conclusion with which Mr. Irish ended 
his paper, i.e., “The size and spread of 
activity in so many businesses have led the 
external auditor more and more away from 
the old form of detailed audit. His atten- 
tions go more to matters of policy and 
principle and I foresee this becoming firmly 
implanted as his true role. Such a develop- 
ment is only possible if there is a marriage 
of internal audit functions which will take 
care of detailed accuracy and protection 
against staff dishonesty, but the internal 
auditor will have a continually expanding 
future as management appreciates that he, 
out of all executives, is best equipped to 
audit for management. It is a brilliant 
future, attainable if deserved”. 
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Mr. G. E. Fitzgerald, B.A., B.Com, 
F.A.S.A., F.C.LS., the immediate past presi- 
dent of the A.S.A. was a vice-chairman of 
the panel which discussed the subject of 
“Ascertainment of Profit in Business”, 


The papers contributed on this subject 
revealed that there was little uniformity 
as to the conception of profit, in spite of 
the importance of profit determination. Mr, 
G. L. Groeneveld (Netherlands) in his paper 
was emphatic on the ascertainment of profit 
by the use of current production values 
co-ordinated with the principles of social 
economics leading to a basis of replacement 
values and thereby to a sound business 
policy. 

The discussion between the members of 
the panel which followed concentrated upon 
the possibility of equalising profits (in- 
come) and the reconciliation of “economic” 
with “fiscal” profits. The members ap- 
peared to be against attempts to equalise 
profits, natural perhaps in the eyes of a 
prudent businessman, but tending to dis- 
tort true profit and sometimes open to 
abuse. 


It was felt that the use of secret re- 
serves was dangerous besides raising the 
problem of their disposal when no longer 
required. 


As to a reconciliation of economic profits 
with fiscal profits, the general impression 
was that such a marriage was incompatible 
and that the accountant should not allow 
the tax authorities to interfere with his 
conception of what a true and fair profit 
should be. 


The social events held as part of the 
Congress programme included a cocktail 
party and reception at which some 2,300 
people were present; an orchestral concert, 
a visit to the Rijksmuseum, home of many 
famous paintings including Rembrandt’s 
“The Night Watch”; an inspection of the 
Amstel Brewery and Asscher’s Diamond 
Company, fashion shows and flower auc- 
tions, canal trips and finally the gala ball. 





Please Post Early. 


We have received from the Postmaster- 
General’s Department a request that we 
draw attention to the need to post Christ- 
mas gifts and greetings early. The Depart- 
ment seeks the co-operation of business 
people to ensure that calendars, catalogues 
and advertising material be posted as early 
as possible in December and not later than 
the 10th. 
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INTERNAL AUDITING* 


By M. A. HESSE, F.A.s.A. Internal Auditor, 
General Motors-Holdens Ltd., Melbourne. 


The complexities of modern busi- 
ness have impressed industrialists 
and others with the need for some 
form of internal inspection and ap- 
praisal. With this recognition, a 
large number of organisations, in- 
cuding Government and _ semi- 
Government departments, have es- 
tablished the position of internal 
auditor. There is a growing aware- 
ness of the value of internal audit- 
ing, and an increasing volume of 
literature on the subject. 

The further progress and accept- 
ance of this phase of control hinges 
largely upon an appreciation of the 
value accruing from its operation. 


Functions 


It is a responsibility of manage- 
ment to make certain that all opera- 
tions of the business are properly 
carried out and accounted for, but 
even with an efficient organisation 
and system it is necessary to verify 
from time to time whether all 
matters are being handled in a satis- 
factory manner. 

It is at this point that the inter- 
nal auditor enters the picture. He 
is essentially complementary to 
management accounting, a tool of 
management and part of the manage- 
ment control function but he has 
no executive and no _ controlling 
authority. He does not institute or 
control policies no matter how much 
he may contribute to their institu- 
tion or control. 

Internal audit is a service depart- 
ment whose main activities are 
directed towards assuring that pro- 
cedures established by management 
are in fact being implemented by em- 





*A paper delivered at the Convention of the 
South Australian Division of the Australian 
Society of Accountants. 
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ployees generally. Additionally the 
work embraces other well-established 
audit functions comparable to those 
performed by the statutory auditor. 


The function should not be con- 
fined to purely accounting matters 
but should reach out into all phases 
of the business. 


The department should not gene- 
rally be called upon to perform any 
purely operating jobs and the value 
gained from internal auditing is a 
diminishing factor where the audit 
staff is impounded for the purpose 
of carrying out operational functions. 


The co-operation of all staff is es- 
sential to audit performance. There 
must be ready access to all records 
and to the staff and executives of 
each department, copies of all written 
departmental procedures, and organ- 
isation charts. 


Relationship to Statutory Auditor 
The statutory auditor is appointed 


by the shareholders and is their 
representative. He has a _ legal 
liability which cannot be evaded by 
delegation. 


On the other hand, the internal 
auditor is appointed by management 
and incurs no comparable legal 
liability. Nevertheless he gains a 
wide insight into the machinery of 
the organisation, is not greatly 
limited by the element of time and is 
in a position to cover a wide and 
detailed ground in addition to exam- 
ining some aspects of no concern to 
the statutory auditor. Internal audit 
work is not merely a detailed exten- 
sion of the statutory audit. 

In practice it will be found best to 
make availab!e to the statutory audi- 
tor the internal audit programme, 
worksheets, reports and other data 
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and to then leave it to the statutory 
auditor to devise his own programme 
since, in so doing, the latter will no 
doubt take into account the results 
of his appraisal of the work already 
covered by internal audit. 


Staff 


The internal auditor and a propor- 
tion of his staff should be qualified 
accountants. Previous experience in 
public accounting or other forms of 
auditing is invaluable. There is al- 
ways room for a non-accounting man 
possessing a technical knowledge of 
the particular business. 

Some organisations are complex 
and therefore the acquisition of a 
thorough appreciation of their rami- 
fications, methods and structure in- 
volves time and training. For this 
reason, the internal auditor and some 
of his staff should be appointed from 
the ranks of existing personnel, pro- 
vided men with the required back- 
ground can be found. 

The functioning of the department 
calls for:— 


A comprehensive understanding of 


the policies and _ procedures 
formulated by management and 
of the structure of the organisa- 
tion. 

Experience in auditing technique. 

Practical experience in those 
phases of accounting pertinent 
to the business. 

A reasonable acquaintance with 
statutes having a bearing on the 
business. 

Ability to express findings in a 
clear and concise manner. 

Briefly, the ideal blend for the 
department comprises men with in- 
side and outside experience respec- 
tively. 

Incidentally, there is much to be 
said for a system of periodic staff 
interchange between the _ internal 
audit and operating staffs of the 
organisation’s finance department. 

Good personnel relations are im- 
perative. The members of the inter- 
nal audit staff require tact, courtesy, 
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skill and an honest approach, to the 
end that they work amicably and ad- 
vantageously with the administra- 
tive and clerical staff. 

Investigations should be invariably 
conducted in collaboration with those 
responsible for the _ transactions 
under audit examination. 

It is important to realise that the 
auditors are materially concerned 
with examining the work performed 
by others and with drawing the at- 
tention of management to any 
matters which are out of line. 
Whilst this is not a function making 
for popularity, it can be implemented 
in a manner calculated to minimise 
adverse reactions. 


PRACTICAL INTERNAL 
AUDITING 


Internal Controls 
The ideal business has a perfect 

system of internal controls, with all 
employees religiously adhering there- 
to. On the other hand, there are 
wide-open risks attaching to organi- 
sations lacking efficient controls. The 
degree of audit check is governed by 
the adverse opportunities afforded 
by the system and the weaker the 
internal controls, the wider the 
check. Therefore, the internal audi- 
tor’s primary examination must be 
directed towards an appraisal of in- 
ternal controls—which fall into two 
main classes:— 

1. Those governing the functions of 
individual employees. For there 
are certain operating functions 
where duties should be assigned 
in a manner that will result in 
having a check and counter-check 
effect. In other words, duties 
should be so arranged that the 
commission of irregularities calls 
for collusion between two or more 
employees—the more the better. 
To illustrate :— 

The cashier should not write 
up the cash _ books; sign 
cheques; pick up bank state- 
ments; prepare bank reconcilia- 
tion; control the accounts re 
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or approve credit 


ceivables ; 
notes. 
Employees who negotiate 
buying and authorise resulting 
purchase orders should not sign 
cheques; receive material; sign 
receiving reports for materials; 
process the vendors’ invoices 
through the books; or control 
the accounts payable ledger. 
Those charged with approv- 
ing payroll documentation 
should not be timekeepers; en- 
gage in payroll preparation; 
engage in actually paying the 
employees; or control un- 
claimed wages and salaries. 


2. Those governing activity phases, 
the following being random 
examples of the application of 
the principle :— 

Materials should be located 
and protected in a manner that 
tends to guard against physical 
loss due to fire, theft or de- 
terioration. 

Materials out on consignment 
or issued free to contractors 
should be recorded in the books 
accordingly and be subject to 
physical inspection and agree- 
ment as to type and quantity 
from time to time. 

Materials received should be 
subject to count and to quality 
inspection and should be evid- 
enced by properly authorised 
receiving reports. 

Accounting documents such 
as invoices, debit notes, credit 
notes and cash receipts should 
be serially pre-numbered when 
printed, as also should other 
types of documents such as 
purchase orders, Further, the 
unused documents should be 
held in safe custody, serially 
controlled and issues duly regis- 
tered. 

Paid vendors’ invoices and 
supporting documents should 
be cancelled by perforation or 
otherwise. 
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Goods should not be per- 
mitted exit through the gates 
unless authorised by docu- 
ments enabling the gatekeeper 
to adequately inspect and cer- 
tify the fact of exit. 

Cash and cheques received 
should be promptly banked, in- 
tact. 

Faulty materials received 
should be promptly returned 
and properly documented for 
re-charge to vendors. 

Payments, other than for 
items such as petty cash and 
wages, should be by cheque 
specially crossed. 


Audit Programme 


It would be extremely difficult to 
conduct internal auditing without a 
written programme designed to serve 
two purposes—to schedule, allocate 
and control the work of the depart- 
ment; and to form a _ permanent 
record of work accomplished. The 
term written programme does not 
infer a fixed or inflexible programme 
and the auditor must be alive to the 
possible need for constant revision to 
meet changing circumstances. 


Programmes should specify the 
whole of the work to be covered and 
be set out under logical sections. To 
ask how much ground the auditor 
should cover, and how often, is like 
asking how long is a piece of string. 
The number of auditors is the prime 
governing factor, but, as a minimum, 
every item in the programme in- 
clusive of review of the internal con- 
trol sections, should receive atten- 
tion once per annum. 

In carrying out the programme the 
investigations must not become 
mechanical and audit should inter- 
fere as little as possible with the 
routine work of the office. It is un- 
wise to crowd too closely on the heels 
of current work, but nevertheless 
audit should not lag too far behind 
current transactions. There are occa- 
sions where the pre-audit of trans- 
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actions (i. audit prior to imple- 
mentation) is a valuable approach. 

There is no standard programme 

which can apply with equal efficiency 
to all businesses without adaption, 
although all programmes must at 
least adhere to certain fundamental 
audit principles. The following will 
illustrate the scope of the ground to 
be covered— 

The activity reflected in all ledger 
accounts and agreement of 
financial statements with book 
records. 

Physical control and movement of 
materials, usage, inventory 
checks and handling of salvage 
and scrap. 

Authorised documentation of pay- 
rolls, timekeeping, payroll de- 
ductions and handling of un- 
claimed wages and salaries. 

Share transfers. 

Control of cafeteria activities. 

Insurances and claims thereunder. 

Compliance with statutory re- 
quirements 

Purchasing and selling. 

Accounts receivable and payable. 

Recording of receipts and pay- 
ments; periodic cash counts. 

Capital expenditure and recording 
of assets purchased and disposed 
of, physical check of assets, de- 
preciation. 

Employee records and employee 
benefit plans. 

Physical observation of activities 
generally. 


Special studies 

The audit timetable should allow 
for undertaking special investiga- 
tions shown to be necessary as result 
of performing the scheduled audit 
programme, or requested by manage- 
ment, or instigated by internal audit 
for purpose of introducing new or 
better operating techniques. 


Forms 


Three types are adequate to 
operating requirements— 
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Audit programme on which is 
listed the work to be performed 
and which indicates frequency 
and volume against each item. 

Allowance should be made for 
spaces in which the examining 
auditor can enter his initials and 
date upon completion of the 
work. 

Audit worksheet, pre-numbered 
for ready reference and which is 
entered by the auditor with 
details of the particular cover- 
age, queries and action thereon. 


Audit report. 


Reporting 

The internal auditor should be 
responsible to an executive in a posi- 
tion to implement any necessary 
corrective action indicated by the 
contents of the reports. In some 
organisations, he reports direct to 
the managing director, but more 
generally to the person exercising 
the overall financial control. 


Written reports should be sub- 
mitted monthly or at other agreed 
intervals, but there are instances 
where verbal communication can be 
considered conducive to mutual con- 
fidence and the avoidance of friction. 
Reports should be factual and con- 
structive and suggest appropriate 
remedial action. There should be 
segregation of items involving policy 
or principle, and errors and omissions 
of a purely clerical nature, respec- 
tively. There is a distinct advantage 
in agreeing upon remedial action be- 
fore issuing the report and to stating 
the agreement therein. The finds 
should be discussed with the affected 
department head prior to issue and 
copy of the report should be routed 
to him. 


There should be adequate follow- 
up for indicated action and it should 
be remembered that the main pur- 
pose in operating internal audit falls 
down where the auditor finds it 
necessary to continually report upon 
the same subject matter. 
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NOTES ON SELECTED TAX CASES 


By D. C. WILKINS, B.COM., A.A.S.A. 


BUFFALO HUNTING 


Income from the sale of buffalo 
hides was held not to be derived 
from primary production. 


Prior to July 1, 1952, income 
derived by residents of the Northern 
Territory from primary production, 
mining or fisheries in the Territory 
was exempt from income tax by the 
operation of section 23 (m) of the 
Income Tax Assessment Act. 

Although this sub-section has been 
repealed, a case heard by the High 
Court which was concerned with its 
application is of continuing interest 
because of an examination made of 
the definition of ‘primary production’ 
for the purposes of the Act. The case 
is Burnside & Marrakai Limited v. 
Federal Commissioner of Taxation, 
AL.T.R. 

The company, located in the 
Northern Territory, obtained hides 
from buffaloes shot on a large 
property in the Territory. In order 
to organise the shooting, station 
employees patrolled the eastern 
boundary and “beat” westward any 
buffaloes encountered. It was claimed 
that the income from the sale of the 
hides was derived directly and in 
the first place from primary produc- 
tion in the Northern Territory. 

The definition of “primary pro- 
duction” in the Act includes the 
maintenance of animals or poultry 
for the purpose of selling them or 
their bodily produce _ including 
natural increase. The Commissioner 
contended that even if the buffaloes 
were “maintained” on the property, 
the income arose from the manufac- 
ture of raw material into market- 
able hides, which was not part of the 
maintenance of animals. 

The Court expressed a doubt as to 
whether the term “animals”, in the 
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definition of primary production, 
includes animals in their natural 
state. However, even if the term 
was not confined to domestic or tame 
animals, it was considered that 
“maintenance” necessarily involves 
the ownership or possession of 
animals. Domestic animals remain 
the property of the owner, even if 
they stray, but the company had a 
right only to take buffaloes which 
were within its boundaries. They 
were never “reduced into possession” 
by capture or any other means, and 
consequently, for practical purposes, 
became the absolute property of the 
company only when they became 
carcasses. 


It was held, therefore, that as 
there was no proof that the company 
acquired the ownership or posses- 
sion of the herd of buffaloes, it could 
not be said that animals were main- 
tained or kept. The income was 
derived from the sale of buffalo hides, 
not from primary production, so the 
exemption provided by section 23 
(m) was not applicable. 


INVESTMENTS IN LAND 


Profits arising from the sale of 

vacant land were held not to fall 

within the scope of section 26(a) 

Fy the Income Tax Assessment 
ct. 


Two Board of Review cases were 
concerned with extensive purchases 
and sales of properties. On both 
occasions the major question to be 
considered was whether the profits 
were within the scope of section 
26 (a), that is, whether they arose 
from the sale of property purchased 
for the purpose of re-sale at a profit 
or from carrying out a profit-making 
undertaking or scheme. In each case 
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the profits concerned were regarded 
as outside the scope of section 26 
(a). 


Land Purchased as an Investment 


In 6 C.T.B.R. (N.S.) Case 63 the 
taxpayer was a wealthy city mer- 
chant who, for many years prior to 
his death in 1955, had resided in a 
city hotel. The Commissioner taxed 
the profit arising from the sale in 
1951 of vacant land which had been 
purchased thirty years before. 


In Western Gold Mines N.L. v. 
Commissioner of Taxes (W.A.) 
(1988) 59 C.L.R. 729 Dixon and 
Evatt J. J. said at p. 740: “In con- 
sidering whether a profit arising 
from a transaction is of an income 
or capital nature, it is necessary to 
make both a wide survey and an 
exact scrutiny of the taxpayer’s 
activities.” The “wide survey” made 
of the taxpayer’s transactions in real 
estate was illuminating; over a period 
of twenty years from 1907 to 1927 
various blocks of vacant land, shops, 
and city buildings were purchased, 
some houses or shops were built on 
the land acquired and sales were 
made. With two exceptions, the sales 
were effected subsequent to 1948 
which meant that the properties sold 
had been in taxpayer’s possession for 
twenty years or more. 


The Commissioner argued that the 
number of transactions involved, the 
areas of lands purchased, and (where 
the land was still vacant) the fact 
that no improvements had been made 
thereon, supported the inference that 
the lands had been purchased with 
a view to re-sale at a profit. 


The Board considered, however, 
that if at the time of purchase (1920) 
of the particular land which was the 
subject of the case the taxpayer had 
intended to re-sell it at a profit, it 
was surprising that he had not done 
so when land prices were high. The 
view was expressed that the tax- 
payer more probably acquired the 
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land to use at some later date in his 
business, or as an investment from 
which his capital could be regained 
should an opportunity for better 
investment arise. It was held, there- 
fore, that the profit on the sale of the 
vacant land was an accretion of 
capital. Incidentally, there was no 
evidence of any trading in stocks and 
shares. 


Land Purchased to Preserve Capital 


In 6 C.T.B.R. (N.S.) Case 64, the 
taxpayer had, in the depression year 
of 1933, purchased for £200 ten 
blocks of suburban land in order to 
preserve his capital in a time of 
financial insecurity. Another lot was 
bought in 1934; on this land he built 
a home, and later let it. 


Five years later, in 1939, taxpayer 
considered that financial conditions 
generally were again insecure, and 
he purchased for £680, another 34 
blocks of land for the same reason, 
he stated, as prompted his purchases 


in 1933. Land, he considered, was 
the best safeguard for his money. 


In 1950, taxpayer suffered a break- 
down in health, and for that reason, 
and because the rates on the land 
had been substantially increased, he 
decided to dispose of the 34 blocks 
by auction. The total amount realised 
was £12,099. 


The Commissioner contended that 
the taxpayer had failed to prove 
that the profit did not arise from the 
sale of property purchased with a 
view to re-sale at a profit, or alter- 
natively that the profit was not 
“income” according to normal con- 
cepts. The Board rejected this view, 
and agreed with the taxpayer's 
statement that his objective in pur- 
chasing the land was the maintenance 
of his financial security, not the 
earning of a profit from dealing i 
land. Consequently, the profit arising 
from the sale of the 34 blocks was 
not assessable income. 
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SOURCE OF ROYALTIES 


In the particular circumstances 
of an arrangement to pay royal- 
ties to an American resident, it 
was held that the royalties arose 
from a source outside Australia. 


Section 23 (r) of the Income Tax 
Assessment Act provides for the 
exemption from Australian tax of 
income derived by a non-resident 
of Australia from sources outside 
Australia. The application of this 
principle is often sought in connec- 
tion with royalty and “know-how” 
agreements made between overseas 
companies or individuals and Aus- 
tralian enterprises which are inter- 
ested in marketing the product con- 
cerned on the home market. 


The difficulty that is frequently 
encountered, however, is to decide 
what is the source of the income 
received by the non-resident. The 
existence of Australian patents 
owned by an overseas inventor may 
provide an assumption that some 
part or all of the payment flows 
from property situated in Australia; 
the manner in which technical infor- 
mation is supplied, where the agree- 
ment is signed, where payments are 
made, the presence in Australia of 
any agent of the overseas recipient, 
are some of the factors which are 
considered in determining the source, 
for this purpose. 


An Australian company (L) had, 
prior to World War II, entered into 
an arrangement with a resident of 
America (the taxpayer) for the 
sale of an article manufactured in 
America, and, up to 1947, attempted 
somewhat unsuccessfully to manu- 
facture it in Australia. In that year 
hew arrangements were made, in- 
volving the following features: 


A director of L company visited 
America to negotiate an agree- 
ment. 


The Australian Accountant, November, 1957. 


The American taxpayer provided 
manufacturing “know-how”. 


Detailed technical assistance was 
given from America by the tax- 
payer. 


Royalties were paid in America. 

Taxpayer possessed the “selling 
rights” for an American company 
(N) which manufactured the article 
in America. This company owned an 
Australian trademark; subsequently 
the trademark was assigned to 
another American company (D) of 
which taxpayer was president and 
majority shareholder. No payment 
was made by L company to D 
company, although L company 
entered into a Registered User 
Agreement with D company. 


The Board of Review, in 6 
C.T.B.R. (N.S.) Case 60, decided that 
the payments made in the form of 
royalties, by L Company to the tax- 
payer in America, were in respect 
of services performed by the tax- 
payer and were unrelated to any 
property or property rights held by 
him in Australia. The Australian 
“selling rights” held by the taxpayer 
were regarded as_ situated in 
America; however, it was not con- 
sidered that such rights bore any 
real relation to the derivation of the 
income. 


The Board did not agree with the 
Commissioner’s contention _ that, 
although the trademark was the 
property of D Company, the tax- 
payer’s control of that company 
meant that he could control the use 
of the trademark in Australia, and 
therefore this control should be 
regarded as property in Australia 
giving rise to the royalty income. 


The payments made to the tax- 
payer in America were, consequently, 
held to arise from a source outside 
Australia, and as they were derived 
by a resident of America, such pay- 
ments were exempt under section 


23 (r). 
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INCOME TAX OBJECTIONS 


Taxpayer's Statement of Grounds of 
Objection Requires Careful Drafting 


Section 185 of the Income Tax 
Assessment Act provides briefly and 
with clarity the procedure to be 
adopted, and the requirements which 
must be met, in order to effect a 
valid objection to an assessment. 


Any taxpayer who is “dissatisfied 
with an assessment under the Act” 
may object. Dissatisfaction, in this 
connection, does not mean the reac- 
tion of the taxpayer to an “error of 
calculation or a mistake of fact’ in 
the assessment, whether committed 
by himself or by the Commissioner. 
If the Commissioner has calculated 
the taxable income, or the tax pay- 
able, incorrectly, or has made a 
mistake in the assessment which is 
not one of law, or if the taxpayer has 
made a mistake in the income shown 
in his return, or in the deductions 
claimed, the Act provides (s. 170) 
for such errors to be corrected, 
usually within a period of three years 
from the due date of the assessment, 
without any objection being neces- 
sary. 


But if the taxpayer’s dissatisfac- 
tion is, in his view, due to the fact 
that the Commissioner’s assessment 
of tax has not been in accordance 
with the application of the provisions 
of the Act to his incomes and 
expenditures, then any opportunity 
for redress depends upon the lodg- 
ment of a valid objection. 


The objection must be posted to, 
or lodged with the Commissioner, 
within sixty days after service of the 
notice of assessment. The Com- 
missioner has no power to extend 
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this period, which commences from 
the day on which the notice of 
assessment is served, that is, when 
it is deemed to arrive by ordinary 
course of post. The sixty days’ 
period therefore does not run from 
the date of issue of the assessment 
to the date of receipt of the objection 
by the Commissioner, but from the 
date of service to the date of posting 
or lodgment. 


The objection must be in writing. 
It does not need to be in any specific 
form, although Regulation 34 of the 
Act states that the objection may be 
in accordance with Form 8 of those 
Regulations. Provided that the com- 
munication made to the Commis- 
sioner makes it quite clear that the 
taxpayer is contending that the 
assessment is contrary to law, the 
actual wording, for this purpose, is 
not important. 


The objection must state “fully 
and in detail” the grounds upon 
which the taxpayer relies. This 
requirement has two _ important 
effects. Firstly, the written objec- 
tion, lodged in time, depends for its 
validity on the provision of a full 
and detailed statement of the grounds 
on which it is based. To state simply 
that certain deductions have been 
wrongly disallowed, or that certain 
income has been wrongly included, 
is not sufficient; this must be 
attended by an indication of the 
basic reasons for such a contention. 
Arguments in favour of the tax- 
payer’s view are not necessary when 
lodging the objection, although in 
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practice some explanation of that 
view is often provided. Usually, the 
grounds of objection are limited to 
a reference to the particular section 
or sections of the Act which the 
taxpayer considers are in support of 
his claim, and in many instances 
alternative grounds of objection are 
provided. However, the inclusion of 
these alternative grounds is not 
intended to, and does not, affect the 
strength of the major argument. 


Williams, J. in H. R. Lancey Ship- 
ping Co. Pty. Ltd. v. Federal Com- 
missioner of Taxation (1951) 5 
ALT.R. 135 said, at p. 141: “The 
grounds of objection need not be 
stated in legal form, they can be 
expressed in ordinary language, but 
they should be sufficiently explicit 
to direct the attention of the Com- 
missioner to the particular respects 
in which the taxpayer contends that 
the assessment is erroneous and his 
reasons for this contention”. 


This requirement for a full and 
detailed statement of the grounds of 


objection is also important because 
s.190 provides in effect that when an 
objection has been disallowed by the 


Commissioner, and the taxpayer 
then requests that the disallowance 
should be referred for hearing by 
the Board of Review or a Court, the 
taxpayer’s case before the Board or 
Court is limited to the grounds stated 
in the objection. 


No arguments can be brought 
forward therefore at the hearing 
uless the Board or the Court is 
satisfied that those arguments are 
within the scope of the grounds of 
objection; no new basis for the tax- 
payer’s claim can be introduced, how- 
ever accurate in law it might be. All 
this points to the necessity for care- 
ful drafting of the objection, for if 
the case ultimately goes before the 
Board of Review or a Court, only 
frustration can result from the dis- 
covery at the hearing that the argu- 
ment most likely to support the tax- 
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payer’s claim is one which he is 
precluded from submitting, as it is 
not within the grounds stated in the 
objection. 


A recent case heard by the Board 
of Review (6 C.T.B.R. (N.S.) Case 
75) provided an example of the 
ineffectiveness of introducing argu- 
ments not covered by the grounds of 
objection. 


Two companies ceased trading in 
1941, although they were not at that 
time formally liquidated. The assets 
and liabilities were disposed of to a 
partnership consisting of the tax- 
payer and two others. The partner- 
ship took over a capital assets appre- 
ciation reserve (profits on sale of 
assets not acquired for re-sale at a 
profit), taxed profits reserve, and 
other reserves. In 1948 the com- 
panies’ names were struck off the 
register by the Registrar of Com- 
panies. 


The Commissioner was supplied 
with statements showing the distri- 
bution of capital and reserve funds 
between the shareholders concerned. 
Resolutions passed by the companies 
included the crediting of each share- 
holder’s capital account with his or 
her share of the net value of the 
assets. The Commissioner’ then 
amended the taxpayer’s assessment 
by including in the taxable income 
his proportion of the total distribu- 
tions, excluding only the “return of 
capital’. 


The objection stated that the 
distributions assessed were incorrect, 
and specified the amounts which 
taxpayer considered should be in- 
cluded, viz., taxpayer’s proportion of 
the “other reserves subject to tax’, 
and no other amounts. 


At the hearing, a new notion was 
introduced. It was submitted that 
there had in fact been no distribution 
of profit by the companies to the 
shareholders. The case of Federal 
Commissioner of Taxation v. Blakely 
(1951) 5 A.I.T.R. 102 was referred 
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to in support of this claim. In that 
case, a private company ceased to 
carry on business, there was no 
formal liquidation, the only share- 
holders took possession of the assets 
and carried on the business as a 
partnership, and the Registrar 
General took action to dissolve the 
company. It was held that the 
appropriation of the assets by the 
shareholders was not assessable as 
a dividend as it was not a “distribu- 
tion made by the company”, although, 
in fact, what the shareholders 
received did include profits derived 
by the company. 


The Board considered that the 
taxpayer was debarred from claim- 
ing the application of the Blakely 
decision as it was not encompassed 
by the grounds of his objection. The 
objection merely contended that 
there should be substituted for the 
amounts of dividends assessed cer- 
tain stated smaller amounts—it could 
not have conveyed to the Commis- 
sioner that there had not been any 
distributions, so leaving the way 
open to consideration of the rele 
vance of the decision in Blakely’s 
case. As this decision represented 
the extent of the argument advanced 
to the Board, it was held that the 
taxpayer’s claim must fail. 


SALES TAX ON CAKE MIXTURE 


The Board of Review held that 
a particular cake mixture was 
not a combination which users 
or consumers might reasonably 
undertake. 

Sales Tax is charged on the sale 
value of goods manufactured in 
Australia and sold by a taxpayer 
who purchased them from the manu- 
facturer. The term “Manufacture” 
includes the combination of parts or 
ingredients to form a distinct sub- 
stance, but it does not include such 
a combination when the Commis- 
sioner considers that it is customary 
or reasonably practicable for the 
user or consumer to undertake it. 
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So, if the parts are mixed in such 
a way that the consumer could 
reasonably do the same, the sub- 
stance will not be one that is ‘manv- 
factured’ for the purpose of sales 
tax. 


Considerable attention was devoted 
by 6 C.T.B.R. (N.S.) Case 81 to a 
cake mixture. It was conceded that 
the mixture was commercially 
distinct from its component parts. 
A research chemist provided details 
of the ingredients used, and described 
the method adopted for mixing them. 
Then, at the hearing, a home econo- 
mist demonstrated how the ingredi- 
ents could be mixed by hand, and 
produced a substance which she said 
was identical with the cake mixture 
sold. All this was to support the 
taxpayer’s contention that it was 
reasonably practicable for users or 
consumers to undertake the busi- 
ness themselves. 


However, the particular combina- 
tion consisted of seven ingredients 
mixed in specified proportions, some 


of which were defined to two decimal 
places, according to a formula owned 
by the manufacturing company. The 
Board agreed that any housewife 
could have done what the home 
economist did at the hearing, if she 
were provided with separate packets 
containing the various ingredients in 
their correct proportions. But the 
housewife does not know what the 
ingredients are, two of them would, 
in any case, have been difficult to 
obtain, she would not know the pro- 
portions, and if she did their accurate 
measurement would have posed 4 
serious practical problem. 


Accordingly, the Board held that 
it would not be reasonably practic- 
able for users or consumers to com- 
bine the particular ingredients to 
form the cake mixture, thus sup 
porting the Commissioner’s view 
that the production of the mixture 
was “manufacture” as defined i 
the Sales Tax Assessment Act. 
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COST ACCOUNTING AS AN 
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A.S.A. Students’ Society on August 5, 1957. 


ar gpeee accounting leaves a 
wide unbridged gap between 
the incurring of costs on materials, 
labour and expense and the sale of 
the manufactured goods. Cost ac- 
counting bridges this gap. Finan- 
cial accounting deals with the ex- 
ternal transactions of a business. 
Cost accounting deals with the in- 
ternal transactions. 


If all money spent on materials, 
labour and expense was fully and 
efficiently absorbed without waste or 
losses in the production of saleable 
goods, the need for cost accounting 
would be minimised. However, it is 
well-known that there are many ways 
in which money can be wasted during 
the course of manufacture. Examples 
include: 


Wastage in the use of materials. 

Spoilages, seconds and rejects. 

Deteriorated, damaged or obso- 
lete stock. 

Paying more than is necessary 
for materials and labour. 

Excessive non-productive 
periods. 

Costs arising from plant being 
idle or not working to capa- 
city. 

Inefficient use of plant. 

Inefficient use of labour. 

Stock discrepancies. 


There are many other examples of 
wastages. When they occur they are 
usually well concealed and once they 
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have occurred the losses can never 
be recovered. 


Financial accounting makes no 
effort to track down these internal 
transactions. It charges all the exter- 
nal manufacturing costs to the fac- 
tory, (manufacturing account), and 
leaves their destiny to chance. It has 
always seemed unbalanced to me that 
so much accounting effort goes into 
effecting controls over minor assets 
such as petty cash, yet, in the 
majority of instances, little or no 
effort is put into controlling produc- 
tion costs, the largest operation of 
most businesses. If a cashier were 
consistently £2 short every week in 
her petty cash, her services would 
be quickly terminated. Yet, without 
good cost accounting, managements 
and factory staff can waste and lose 
hundreds and sometimes thousands 
of pounds per week, accidentally or 
otherwise and these losses remain 
undetected. To reveal all avoidable 
losses during the course of manu- 
facturing, selling, distribution, ad- 
ministration and financing, is one 
of the most important aids to 
management rendered by cost ac- 
counting. 


Cost accounting takes up where 
financial accounting leaves off and 
continues the double entry recording 
of internal transactions until it links 
up again with the financial account- 
ing when goods are sold. All expen- 
diture which is_ not efficiently 
absorbed in saleable product must 
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be accounted for under one or other 
of the cost variance headings: Cost 
accounting provides an extension of 
the controls afforded by financial 
accounting (debtors, creditors, bank, 
fixed assets, capital funds) by adding 
controls over stocks, work in pro- 
gress, and factory wastes, efficiencies 
and losses. 

By providing continuous controls 
over stocks and work in progress, 
cost accounting allows profit and 
loss results and balance sheet figures 
to be obtained as often as required 
without the need for expensive physi- 
cal stock-taking. 

These profit reports would be pro- 
vided more frequently and promptly 
to management, and in greater 
detail. 

The following profit and _ loss 
statement, for example, shows the 
results of business for two months as 
obtained from the Financial Ledger 
and a costly physical stock-take. 

This statement would be presented 
to management in late September 
1957 when all creditors would be 
taken up and the _ stock-takings 
valued and extended. What would 


PROFIT AND LOSS STATEMENT 


Month of Month of 
July 1957. August 1957. 
Materials used 20,000 24,500 
Wages .... ... 15,000 15,300 
Manufacturing 
expenses 18,000 18,200 
53,000 
69,000 


58,000 


Cost of sales .... 
71,000 


Sales .... 

Gross profit .... 16,000 13,000 

Less: Selling and 
administration 
expenses . 


14,000 14,200 


£2,000 profit £1,200 loss 


Net result . 





be the reaction of the management 
to this statement? We can guess that 
it might be— 

Why did we lose in August when 
we showed a profit in July on 
lower sales? 

Are the accounts correct? 

Is the stock-taking correct? 

Better take stock again at the end 
of September and check the 
result. 


Much valuable time is wasted, and 
more costly stock-taking is necessary. 


PROFIT AND LOSS STATEMENT 


Month of July 1957. 


Actual. 


Sales £69,000 


Month of August 1957. 
Actual. Budget. 


£71,000 £75,000 


Budget. 
£75,000 





Standard Gross profit 17,800 
Less: Budget Expenses of 


Selling and Administration 14,000 


18,750 19,500 18,750 


14,000 14,100 14,100 





Net Profit which should have 
been earned .... . 

Variations from elena 

Material—Price .... .... ... 


3,800 


—300 
—1,100 
+100 
—600 
—500 
—100 
+700 
—200 
+200 


Labour—Rates .... . 
Efficiency 
Expense—Efficiency ........ 

Idle cneneny 
Budget—Factory .. 
—Selling ... 


4,750 5,400 4,650 


—500 
— 2,400 
—300 
—1,100 
—1,700 
—300 
—200 
—300 
+200 





Net Profit/Loss which was 
actually earned 


£2,000 Profit £4,750 Profit 


£1,200 Loss £4,650 Profit 
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The defects in this type of manage- 
ment information are apparent. 

Consider how a good cost account- 
ant would have presented this infor- 
mation, without complete physical 
stock-taking and within one week of 
the end of the month: 

Supplementary reports would 
show the causes of the variations and 
how they occurred. 

Note that although the July figures 
showed a profit and were not ques- 
tioned, they in fact hid internal losses 
amounting to £1,800. This is addi- 
tional to a loss of £950 through 
budget sales not being achieved. This 
factor of hidden losses within over- 
all profits will be appreciated when 
dealing with a company which regu- 
larly nets say £500,000 a year after 
tax and pays a regular eight per 
cent dividend on its 1935 capital 
values. The management of this 
company may be pleased with the 
results and the shareholders would 
probably be content. A cost analysis 
would possibly reveal substantial 
hidden internal losses which would 
answer the critic who suggested that 
an eight per cent return on 1935 
capital values isn’t good enough on 
today’s values and that the true rate 
of return is only about four per cent. 

So far the analysis of past results 
has been discussed. Cost accounting 
provides another most useful aid to 
management in its assistance to for- 
ward planning. If you were travel- 
ling from Melbourne to Derby 
(W.A.) by car for the first time you 
would not set off without a good 
road map! Business is much more 
complex and fraught with many 
more hidden problems than road 
travel with its “Stop”, “Caution” and 
“Go” signs. Yet the majority of 
business managements venture so 
often into the future without proper 
planning. A correctly drawn-up 
short-term budget of say one year 
would show: 

1, A co-ordinated plan of sales, 

production and buying which 
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would yield the best possible 
profit. 

. A profit which should at least 
be sufficient to cover dividend 
requirements, tax payments 
and adequate reserves. 

A planned stock position which 
should reduce or _ increase 
stocks to an economic holding. 

. A tracing of the cash or bank 
movement, month by month, to 
establish the finance require- 
ments of the budgets. Because 
of excessive overdraft require- 
ments at particular points it 
is often necessary to amend the 
other budgets. This is par- 
ticularly necessary in a seasonal 
industry. 

. A plan for capital expenditure. 
Profit and factory results on a 
month to month basis so that 
remedies can be applied where 
there are indications of un- 
satisfactory profits. 

The budget should result from a 
co-ordinated effort by all sections of 
management. If it has _ general 
acceptance, it can become the blue- 
print or spearhead for all future 
activities. Just how helpful it 
becomes will depend upon the ability 
of the cost accountant to make the 
budget “live”. He will “kill” the 
budget, and possibly any future 
attempts at budgetary control in his 
particular firm, if he does not relate 
his cost reporting to the budget, 
fails to report promptly and cannot 
quickly identify budget variations 
and causes. Many firms with a 
“live” budget present reports to their 
management as shown in the 
accompanying table. 

The whole comparison is between 
budget and actual. The management 
has already approved the budget as 
being satisfactory to meet its 
requirements for the year. Week-to- 
week and month-to-month it wants 
to know, therefore how actual pro- 
gress compares with the budget. If 
variations are wide, something will 
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Month of July. 

Budget profit for month ... £4,750 
Actual profit for month ... 2,000 
Variations from Budget £2,750 loss 
Causes of variation— 
Variatio in gross profit due to 

sales volume ... dag ae 

Rates of gross profit ... 
Factory efficiencies. 

Material 

Labour .... .... . 

Expense .... ... 
Variation in expenses of— 

Selling 

Administration . 


1,500 loss 
550 gain 


1,400 loss 
500 loss 
100 gain 


200 loss 
200 gain 


Total variation £2,750 loss 
need to be done quickly to make the 
year’s result satisfactory. 

Without cost accounting a proper 
budget cannot be prepared for there 
would be no other accurate means of 
evaluating production and sales. 

Cost accounting would play a 
similar part in assisting with long- 
range budgets. 

A capable cost accountant in 
charge of an efficient cost accounting 


system will be of inestimable value 
to his management in assisting them 


to set selling prices. We have all 
met the firm which has one expense 
rate which it applies to all products 
it produces irrespective of wide 
actual variations in different sec- 
tional rates. As a result, it sells 
high quantities of products which 
are made in the heavily capitalised 
sections and sells few of those pro- 
ducts which pass through the low 
cost sections. This is simply because 
one product is subsidising the other 
through incorrect costing. 

Direct costing techniques are best 
applied with the help of the efficient 
cost accountant armed with the 
budget. 

The cost accountant also plays an 
important part in investigations into 
the operating savings resulting from 
mergers and take-overs. 

He will also be asked to advise the 
effect of alternate plant propositions 
such as whether it would be more 
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profitable to spend £50,000 on new 
plant, boost efficiency and produc- 
tion and push sales by reducing 
prices. The limits and over-all 
effects of this type of proposition 
can only be accurately established 
with a proper cost accounting system. 

It is difficult to imagine any major 
management proposal which would 
not concern the cost accountant in 
some way. The majority of such 
proposals would be concerned with 
future profit earning which would 
become the affair of the cost 
accountant both in calculating the 
possible future effect on profit and 
afterwards measuring the actual 
effect. 

Just how much of an aid to 
management cost accounting is will 
depend on the co-operation of the 
cost accountant and the management. 
By working with an understanding 
of each other’s problems and aims 
they can make the cost accounting 
system live and work. It would be 
a great help to both if they com- 
menced their association with an 
appreciation of the great mental 
strain and stress born by top 
management. 

Management’s heaviest strain de 
veloper is the worry occasioned by 
the doubt that things are “not right”. 
It is easy for a manager to have a 
happy mental attitude when he knows 
that things are under control and 
going according to plan. Even if 
something is not going to plan, it is 
of some comfort to know what is 
wrong and what is being done to 
correct it. This is the job a good cost 
accountant can do for management, 
and if he can do nothing other than 
lighten the load of management then 
he has done something worth while. 

This explains why a cost account- 
ant so often becomes part of top 
management. In giving such aid he 
gains recognition as a safe and 
sure backstop, someone who forever 
seems to be asking questions and 
making suggestions which improve 
efficiency and profits. 
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news for private company directors 


A new plan for key men 
has recently been introduced by 
the A.M.P. Society. 


This plan has remarkable advantages 
in helping you to solve your INCOME 
TAX and DEATH DUTY problems. 
Contact your A.M.P. Representative, 
or a telephone call to the nearest 
A.M.P. office will bring you full 
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The Implications of 
Asset Revaluations and 
Bonus Share Issues 


Eighteenth Annual Research Lecture in Accounting. 
Delivered by Professor R. J. Chambers, Professor of 


Accounting, 


University of Sydney, on 


October 2, 


under the joint sponsorship of the University of Mel- 


bourne Extension Committee and 


the Australian 


Society of Accountants. 


N earlier research lectures’ atten- 
tion was directed to the relation- 
ship between accounting and finan- 
cial policies. Evidence was drawn 
from a variety of sources indicative 
of the inadequacy of the information 
yielded by contemporory accounting 
for many important business pur- 
poses. In this lecture it is intended 
to examine closely some concepts of 
the nature and purpose of accounting; 
these concepts will then be confronted 
with the actual practices of Aus- 


tralian public companies over the 
past ten years and with the explana- 
tions of those practices given by 
businessmen themselves. 


In essence this is an exercise in 
testing, by reference to the facts of 
financial administration, the hypo- 
theses represented by accounting 
doctrines. Of some of these facts 
most practitioners will be aware. 
But, as no work has been published 
which presents them collectively, it 
is possible that the cases known to 
individuals are considered to be 
aberrations, and, as such, they throw 





1. “The Relationship between Account- 
ing and Financial Management,” The 
Australian Accountant, September, 
1950. 


“Accounting and Business Finance,” 
The Australian Accountant, July, 
August, 1952. 


“The Formal Basis of Business Deci- 
sions,” The Australian Accountant, 
April, 1956. 
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no doubt on the validity of accepted 
views. But the evidence points in a 
direction different from those views, 
and, far from being expressive of 
anomalies, it seems to be sufficient 
to support opposing views. 


II 


THE NATURE AND PURPOSE 
OF ACCOUNTING 


The general nature and purpose of 
accounting are seldom described in 
adequate terms. There seems to be 
considerable confusion as to what 
accounting is, does, can do and 
should do. Some examples will serve 
to show that this confusion is not 
simply a difference in the viewpoints 
of different persons, but that it is a 
feature of the writings of the same 
persons or groups at different points 
in their arguments. It arises not so 
much, perhaps, from lack of discern- 
ment as from the difficulties of re- 
conciling an inherited technique with 
the exigencies of business. 


Truth and Approximation 


First, consider an observation of 
a general character. “Truth in ac- 
counting is partly economic truth 
and partly statistical truth .... 
[This] does not preclude the use of 
approximate price-aggregates when 
the circumstances make it impos- 
sible to know directly the actual 
money price of the consideration ex- 
changed ....a good approximation 
often is more truthful than the omis- 
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sion of a fact.’” This is a fair state- 
ment of the character of accounting 
information. It contemplates an 
ideal representation of transactions 
and affairs, but recognises the in- 
evitability of using approximations 
short of the ideal. Yet, when discus- 
sing the possibility of making ad- 
justments in accounts to represent 
changes in the values of assets, an 
example of the use of approxima- 
tions short of the ideal, the author 
says, as if it were final and utter 
condemnation, “Accounting, having 
lost [as the result of adjustment] 
its most essential characteristic 
{presumably, the representation of 
cost price-aggregates], would become 
purely statistical and completely 
utilitarian. .. . The force of account- 
ing logic would be lost; it would then 
come close to possible for accounting 
to be all things to all men, available 
to support whatever views it seemed 
expedient for men to hold.’ Pos- 
sibly Professor Littleton does not 
regard approximations as to the cur- 
rent values of assets, made in good 
faith and with the aid of independent 
experts, as “good approximations” ; 
but there is no a priori ground for 
believing that they would be less 
“good” than the approximations 
which in the former quotation are 
approved. There can be no reason 
for supposing that accountants who 
enter approximations as to values in 
accounts would be less impartial or 
independent than accountants who, 
when they can, adhere strictly to in- 
vested cost, but when they cannot, 
must compromise. 


It seems that what one permits as 
an approximation depends, not so 
much on the materiality of the re- 
sulting information as on the view 
one takes of the purpose of account- 
ing. But, if, though convinced of 
the appropriateness of initial invested 
cost, one concedes that approxima- 





2. A. C. Littleton, Structure of Account- 
ing Theory, American Accounting As- 
sociatioon, 1953. p. 10. 

3. idem., p. 228. 
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tions and estimates are unavoidable, 
he can scarcely object to a proce. 
dure, designed to enable reasonable 
judgments to be made about asset 
values and earning power in a dyna- 
mic economy, on the ground that it 
involves approximations and esti- 
mates. 


There is a further point. Con- 
demnation of accounts adjusted to 
reflect current values, on the ground 
that it would be “possible for ac- 
counting to be all things to all men”, 
is quite misdirected. Those who 
support the initial cost basis of ac- 
counting commonly state or imply 
that the meanings of profit and value 
which they adopt are useful to all 
men.* But the assumptions and pro- 
cedures of such an accounting yield 
profits and values which have eso- 
teric meanings, understood perhaps 
by accountants but inconsistent with 
the usage of the market place. In 
other words, conventional account- 
ing contemplates a privileged class 
of people who know what the ac- 
counts mean, and an _ under-privi- 
leged class of people who, by virtue 
of common usage and understanding, 
believe them to be something else; 
yet it is the latter class—investors 
and other financial supporters— 
which the published accounts are in- 
tended to inform. Where, then, is the 
truth in accounting? 


In a dynamic environment what is 
true one day is not necessarily true 
the next; the values of one day are 
not those of the next or those of the 
day before. This is the fact with 
which the adjustment of accounts to 
reflect current values attempts to 
cope, and only by moving in this 
direction will accounting statements 
move towards the truth. 


Proprietors and Stewardship 


Consider, next, an official state- 
ment of the purpose of accounting. 





4. e.g., see the opinion which is the sub- 
ject of footnote 48. 
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“The primary purpose of the annual 
accounts of a business is to present 
information to the proprietors, show- 
ing how their funds have been 
utilized and the profits derived from 
such use. It has long been accepted 
in accounting practice that a balance 
sheet prepared for this purpose is 
an historical record and not a state- 
ment of current worth. Stated 
briefly, its function is to show in 
monetary terms the capital, reserves 
and liabilities of a business at the 
date as at which it is prepared and 
the manner in which the total 
moneys representing them have been 
cistributed over the several types of 
assets. . . . Historical cost should 
continue to be the basis on which an- 
nual accounts should be prepared 
and, in consequence, the basis on 
which profits shown by such accounts 
are computed.’® But the architects 
of this recommendation had to pro- 
vide for the fact that historical cost 
is not invariably used. Hence, “The 
writing up of fixed assets has the ef- 
fect of treating the business as ceas- 
ing and starting afresh on a new 
basis as from the date of the writ- 
ing up; and this is why it is in prac- 
tice considered to be appropriate and 
desirable in certain special circum- 
stances, such as where a subsidiary 
is acquired and the assets are writ- 
ten up to reflect the cost to the ac- 
quiring company, or where subscrip- 
tions for new capital are invited on 
the basis of the current valuation of 
assets.’’® 


There are several difficulties here. 
It is granted that the primary pur- 
pose of annual accounts is to present 
information to proprietors; but it is 
denied that proprietors regard the 
balance sheet as merely showing how 





5. The Institute of Chartered Account- 
ants in England and Wales, Recom- 
mendation XV, “Accounting in 
Relation to Changes in the Purchas- 
ing Power of Money,” The Accountant, 
31/5/52. 


6. idem. 
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their funds have been utilized. This 
narrow stewardship notion, appropri- 
ate enough in tho case of a trust, is 
inappropriate in respect of Lusiness 
investments. Most proprietors will 
have bought their securities not from 
companies directly but from prior 
holders, and at prices which bear no 
relationship to the contributions 
made to those companies by original 
subscribers. The balance sheet will 
give them no clue as to what has hap- 
pened to their personal outlays. The 
transferability of securities and the 
independent market in them breaks 
down the relevance of the steward- 
ship concept in its original and sim- 
ple form, and renders the relation- 
ship between proprietors’ outlays 
and corporate assets of no use as a 
measure of real stewardship. That 
the simple stewardship concept has 
little relevance in practice is appar- 
ent also from observation of the re- 
actions of shareholders to capital re- 
ductions. Failure to preserve the 
money capital of a company is not 
of itself culpable. Losses may, but 
do not necessarily, lead to changes 
in directorates, they do not give rise 
to legal action on the part of equity 
holders, for it is understood that 
capital contributions have been made 
at risk. 


The second noteworthy feature of 
the views quoted is the description 
of what are very frequent occur- 
rences as “certain special circum- 
stances”. The acquisition of sub- 
sidiaries and the flotation of new 
share issues are every day occur- 
rences, and for some companies they 
are relatively frequent events. If it 
is “appropriate and desirable” to 
write-up assets in these circum- 
stances, it is surely continuously 
appropriate and desirable. 


Thirdly, there seems to be quite a 
shift from the purpose first stated 
to the circumstances referred to in 
the second quotation. Is the infor- 
mation provided by the accounts to 
be considered as serving the needs of 
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future proprietors only, or those of 
current proprietors also? What 
happens to the proprietors of a com- 
pany which is taken over, as a sub- 
sidiary, by another? The cost to the 
acquiring company may be much less 
than the assets are worth, and the 
vendors will have been in no position 
fairly to bargain. As for writing 
up assets as a prelude to inviting 
new capital subscriptions, this 
savours of making easy the task of 
inducing the support of new inves- 
tors, rather than of enabling current 
shareholders to look after their in- 
terests. 


Fourthly, the going concern or 
continuity concept seems to be in- 
voked to support objections to the 
writing up of asset values. But it is 
not reasonable to assert that “the 
writing-up of fixed assets has the 
effect of treating the business as 
ceasing and starting afresh”. The 


writing-down of fixed assets and 
shareholders’ equity when earning 
power has fallen materially is a 
measure taken to preserve a business 


unit in the face of changed circum- 
stances; the unit is not considered to 
cease business and start afresh. The 
writing-up of fixed assets and share- 
holders’ equity when carning power 
has risen materially has exactly the 
same effect and purpose in opposite 
circumstances. 


Two Kinds of Accounting 


The Committee on Accounting 
Procedure of the American Institute 
of Accountants, in 1940, put forward 
the view that the needs of pro- 
prietors and management were dis- 
tinctively different. In respect of 
published reports and _ statements 
“accounting for fixed assets should 
normally be based on cost, and any 
attempt to make property accounts 
in general reflect current values is 
both impracticable and inexpedient. 
Appreciation normally should not be 
reflected on the books of account of 
corporations”. So much for the 
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shareholder. But “there is no objec- 
tion to showing estimated present 
values, nor to the computation of 
depreciation on that basis for inter- 
nal administrative purposes. A dis- 
tinction can be drawn between the 
internal accounting for an enterprise 
and the accounting for the corpora- 
tion which carries on the enterprise. 
From the standpoint of the enter- 
prise, cost to the corporation is not 
of controlling significance, but to the 
corporation itself, cost is the proper 
foundation of its accounting.””’ 


One would like to know the 
grounds on which it is impracticable 
and inexpedient to do for sharehold- 
ers what it is apparently practicable 
and expedient to do for management. 
One would also like to know the ex- 
plicit reasons for the assertion that 
cost is the proper foundation for ac- 
counting to proprietors. It seems 
rather that cost can only be a proper 
foundation for accounting to those 
having financial interests where 
management is_ obliged, under 
penalty, to maintain a given fund. 
There is no such stricture in the case 
of business enterprises; the only re- 
straint applies to the payment of 
dividends, not to the regular opera- 
tions of business. 


The same view and the same in- 
consistency occur in Paton and Lit- 
tleton’s An Introduction to Corpor- 
ate Accounting Standards.® At p. 3 
the writers observe: “Capital should 
flow into those industries which 
serve the public interest, and within 
an industry into those enterprises in 
which the management is capable of 
using capital effectively”. This 
means that investors must choose 
between the enterprises which seek 
their support. But, if the choice is 
to be well-informed, it is necessary 





7. Accounting Research Bulletin No. 5, 
“Depreciation on Appreciation,” 
American Institute of Accountants, 
paras. 2 and 8. 


8. American Accounting 
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that the profits and affairs of com- 

ies formed at different times 
should be reduced to a common basis. 
It is not sufficient to know that the 
managements of different companies 
were, at different earlier dates, 
judged by investors to be capable of 
using capital effectively; it is neces- 
sary at the time of an investor’s de- 
cision to know how effectively 
capital is then being used, so that 
the common basis to which their 
several results and affairs should be 
reduced is a contemporary basis. 
What is the answer of Paton and 
Littleton to this? “To the extent 
that these [current or replacement 
costs] are the costs which influence 
decisions it may be argued that 
neglect of management to observe 
the effect of rising or falling prices 
of plant components is likely to lead 
to unwise utilization of available re- 
sources and questionable policies of 
pricing product. But it does not 


follow that management can become 
aware of the significance of current 
prices only through changing the ac- 


counts.”® There is not a word here 
about the choice exercised by in- 
vestors, by which management ob- 
tains command of the means of 
utilizing available resources. Man- 
agement may become aware of the 
significance of current prices by 
means other than the accounts; but 
investors have no other source of 
information relating directly to par- 
ticular enterprises which is as use- 
ful as the accounts; the particular 
knowledge available to management 
they are therefore denied. 

The view that owners are entitled 
to information less complete and less 
relevant than that available to man- 
agement implies that management 
will and does always act in the best 
interests of company members, and 
that management is the best judge 
of what is in the best interest of 
members. The same implications 
lie beneath the view that as long as 
the accounts show a position no 


worse than the real current position 
they perform the function required 
of them and may be reported to give 
“a true and correct view”. But 
these implications are inconsistent 
(a) with the experience of the mem- 
bers of companies the managements 
of which have been unskilled or inef- 
ficient, (b) with the statutory pro- 
visions giving company members the 
power of review, and (c) with the 
notion of reasonable choice by in- 
vestors between the companies seek- 
ing their financial support. Review 
and judgment can only be effective if 
information of the same general 
quality, even if not in the same de- 
tail, is available to share holders and 
investors as is available to manage- 
ment. A man’s achievement can not 
reasonably be appraised by another 
if he has acted on information inac- 
cessible to the other. 


Value and Valuation 


One of the most vexed questions in 
accounting is whether or not balance 
sheet figures and operations on them 
represent values and_ evaluations. 
The reluctance to accept “value” as 
what accounting purports to show is 
widespread; but it is sufficient, to 
illustrate the point, to take again an 
example from Paton and Littleton. 
Granting that at the date of a 
transaction cost represents value, 
they add: “With the passing of time 

. it becomes clear that the actual 
cost of the unit still in service or 
still attaching to operating activity 
is not fully acceptable as a measure 
of immediate economic significance.” 
But, “would accounting meet more 
adequately the needs of the various 
parties concerned if, in the process 
of separating the charges to revenue 
from the unexpired balances, the es- 
timated replacement costs or other 
evidences of current values were 
regularly substituted for recorded 
costs incurred? There seem to be 
no convincing reasons for an affirma- 
tive answer.’?° Now, current value 





9%. ibid., p. 132. 
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is “a measure of immediate economic 
significance”. It is hard to agree 
that this is not a convincing reason 
for an affirmative answer. 


The impediment to accepting it as 
a reason is the emphasis on income 
measurement, by the _ systematic 
matching of costs and revenues, as 
the primary purpose of accounting, 
a point which is taken up presently. 
But this, it seems, suggests either 
that income measurement is unaf- 
fected by the values of assets car- 
ried forward in balance sheets, or 
that cost has a unique meaning, i.e., 
money outlay; and neither is true. 


There is, in contemporary explana- 
tions and descriptions of accounting, 
a valuation concept, notwithstanding 
the desire to avoid referring to 
“values”. ‘“‘Non-homogeneous assets 
and claims to assets are translated 
into financial equivalents or money 
values. [Such a process is] a 


convenient method of symbolizing. 
. . . Essentially all that the conven- 
tion of valuation really accomplishes 


is substitution . . . [A valuation is] 
a substitution symboi for record pur- 
poses.”4" “. . . events [strictly, 
evaluations of events] are recorded 
as they occur, and are retained in 
the records as facts; for example, 
machinery [strictly, an evaluation of 
machinery] is recorded and the re- 
cord maintained at the actual 
original cost’’.!* 


But what is the justification of 
such a valuation concept as this? 
Gilman avers: “The concept that 
valuation is no more than a conveni- 
ent method of symbolizing is helpful 
in simplifying accounting prob- 
lems.”"* True enough; but is the 
simplification of accounting problems 
the justification of a basic proposi- 





11. S. Gilman, Accounting Concepts of 
Profit, Ronald, New York, 1939. pp. 
26, 56, 247. 

Carter’s Advanced Accounts, Ed. C. A. 
Reid, Pitman, Melbourne, 1956. p. 4. 


op. cit., p. 56. 


tion? Gilman continues: “Only 
when this question of valuation is 
approached from the ownership, 
credit or legal viewpoints does a 
non-cost basis become of serious im- 
port. It is only when the task of 
interpreting accounting figures is 
faced that the convention of dollar 
valuation causes trouble.” Only 
when? These viewpoints are per- 
tinent all the time; interpretations 
and judgments are being made all 
the time. If the entity concept is 
called into play and it is asserted 
that in accounting for an entity the 
interpretations and judgments of its 
supporters may be disregarded, the 
very nature of the entity is therefore 
disregarded; for any entity exists 
by virtue of the cooperation of its 
supporters; it exists in a _ specific 
ownership, credit and legal environ- 
ment, in which, as Gilman admits, 
conventional valuations based on 
cost are inadequate. 


it is often said that a balance sheet 
is not a valuation statement and that 
balance sheet figures do not purport 
to be valuations. The Cohen Com- 
mittee on Company Law Amendment 
stated the conventional view as fol- 
lows: “A balance sheet is thus an 
historical document and does not as 
a general rule purport to show the 
net worth of an undertaking at any 
particular date or the present realis- 
able value of such items as goodwill, 
land, buildings, plant and machinery, 
nor, except in cases where the realis- 
able value is less than cost, does it 
normally show the realisable value 
of stock in trade. Moreover, if a 
balance sheet were to attempt to 
show the net worth of the undertak- 
ing, the fixed assets would require to 
be revalued at frequent _ inter- 
vals and the information thus 
given would be deceptive since the 
value of such assets while the 
company is a going concern will 
in most cases have no relation to 
their value if the undertaking 
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fails.”""* It is questionable whether 
the Cohen Committee considered its 
function to include an appraisal of 
the basic premises of accounting; it 
is more likely that this statement 
was based on expert testimony. But 
it will be shown presently that some 
published balance sheets at least do 
purport to show net worth at a par- 
ticular date. Further, if the restate- 
ment of asset values is deceptive, 
then large numbers of company of- 
ficers have, according to the evi- 
dence to be presented in Part III, 
been guilty of deception, and the 
auditors who have reported without 
qualification subsequent to revalua- 
tions are implicated in the deception. 
Further still, it is unrealistic to 
make such a direct contrast between 
going concern values and liquidation 
values. There is an intermediate 


possibility, the sale of the whole in- 
terest (on a take-over), or part of 
the interest (e.g., on the formation 
of a holding company to acquire the 
interests of shareholders in an op- 
erating subsidiary) in a going con- 


cern. This is far more common than 
liquidation, and for this purpose cur- 
rent valuations are essential. 


Despite assertions to the contrary, 
the balance sheet is a valuation state- 
ment. Each asset is stated at some 
value, even when the basis of valua- 
tion is not given, and for many items 
itis given. These values may not be 
current values, they may be values 
long irrelevant, but they are values. 
Whatever attempts are made to be- 
little the utility of estimates of value 
and to avoid speaking of valuation, 
valuation and revaluation are every- 
day phenomena which may not be 
dismissed without destroying the 
significance of accounting. 





14. Report of the Committee, Cmd. 6659, 
H.M.S.O., 1945. para. 98. The first 
sentence is quoted directly from evi- 
dence given by the Institute of 
Chartered Accountants in England 
and Wales. 
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The Profit and Loss Viewpoint 


The difficulty of coping with 
dynamic events by means of con- 
cepts which are appropriate in a 
static situation seems to have led to 
an oversimplification of the main 
purpose of accounting. This takes 
the form of assertions that the most 
important product of the accounting 
process is the income account. 


In 1932, the Special Committee on 
Cooperation with the Stock Ex- 
changes of the American Institute of 
Accountants opined: “earning capa- 
city is the fact of crucial importance 
in the valuation of an industrial en- 
terprise . . . therefore the income ac- 
count is usually far more important 
than the balance sheet.’”"* The Com- 
mittee on Accounting Procedure of 
the same Institute in 1939 noted the 
tendency “to regard the balance 
sheet as the connecting link between 
successive income _ statements.’ 
Gilman, at numerous points, refers 
to the shift from the “balance sheet 
viewpoint” to the “profit and loss 
viewpoint”, alleging that much of 
the dispute regarding the adoption 
of specific rules is due to the dif- 
ferences in viewpoint of their sup- 
porters.'? Paton and Littleton con- 
tend:. “Earning power—not cost 
price, not replacement price, not sale 
or liquidation price—is the signifi- 
cant basis of enterprise value. The 
income statement therefore is the 
most significant accounting report. 

. . Accounting exists primarily as 
a means of computing a residuum, a 
balance, the difference between costs 
and revenues for individual enter- 
prises.”'* The same view is carried 
into the present and the words and 
phrases of these writers are repeated 
in more recent texts. 





15. Audits of Corporate Accounts, Ameri- 
can Institute of Accountants, New 
York, 1934. p. 10. 

16. Accounting Research Bulletin, No. 1, 
American Institute of Accountants, 
1939, p. 2. 

17. op. cit., e.g., p. 430. 

18. op. cit., pp. 10, 16. 





It is not intended to deny that the 
income statement is significant. It 
is contended, however, that the 
swing from the balance sheet view- 
point to the profit and loss viewpoint 
has gone too far. It has gone so 
far, it is believed, because of the de- 
sire to bolster conventional account- 
ing methods. In changing condi- 
tions the conventional profit and loss 
account gives a closer approximation 
to current net profit than the con- 
ventional balance sheet gives to cur- 
rent financial position. If one claims 
that the profit and loss account is the 
more important statement, one can 
make light of the defects of the con- 
ventional balance sheet. 

The balance sheet, however, has 
always been of considerable import- 
ance. Professor Littleton gives 
seventeenth century examples which 
show that the balance sheet, repre- 
senting the “estate” of a merchant, 
was significant of itself, and that the 
income statement served the purpose 
of “proving the estate”. He alludes 
to a fifteenth century Italian tax on 
property; and to a seventeenth cen- 
tury French ordinance requiring 
merchants to make a biennial state- 
ment of all assets and liabilities, pre- 
sumably as a guide in bankruptcy 
proceedings.!® Both imply that the 
balance sheet was then of superior 
significance to that of the income 
statement. Throughout the nine- 
teenth century too the giving of 
credit was based on statements or 
estimates of a debtor’s worth; bal- 
ance sheets were desired as a source 
of this information. 

There is evidence, of course, of the 
preparation of income statements 
(as distinct from venture accounts) 
as early as the sixteenth century. 
But in an era when owner and 
manager were identical, and when 
profits arose from separate success- 
ful ventures or from monopolies, it 
is unlikely that annual income state- 





19. Accounting Evolutioon to 1900, Ameri- 
can Institute Publishing Co., New 
York, 1933. pp. 133-136. 
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ments were of use for the purpose of 
testing the profitability of opera- 
tions as a whole as a guide to future 
action. It was probably not until 
the late eighteenth century at the 
earliest that income accounts would 
be used for this purpose; for fac- 
tory units, with limited, specialised 
processes, it would be feasible to 
compare the income accounts of suc- 
cessive years; and, in attempting to 
cover the fixed charges consequent 
upon the use of durable equipment, 
through changes in tastes, techno- 
logy and competition, to make such 
comparisons would be the part of 
wisdom. 

But, it was probably not until the 
late nineteenth century and the early 
twentieth that the income account 
became as significant to external sup- 
porters of business firms as the bal- 
ance sheet had long been. By then 
corporate business and private in- 
vestment in corporate business had 
become widespread. Transferability 
of interests in business corporations 
and the divorce of management from 
ownership are the real factors which 
have tended to make the income ac- 
count more significant. 


But, these factors do not make the 
balance sheet any less significant. 
The Committee on Accounting Pro- 
cedure of the American Institute ob- 
served that the tendency to regard 
the balance sheet as the connecting 
link between successive income state- 
ments “should not obscure the fact 
that the balance sheet has signficant 
uses of its own”.2° One of these 
uses, and the most important for the 
purpose of this lecture, is the pro- 
vision of the amount invested to earn 
the income shown in the profit and 
loss account. 

And, here, it may be observed that 
some of the above quotations contain 
non-sequiturs. It does not follow 
from the statement “earning power 
is the significant basis of enterprise 





20. Accounting Research Bulletin, No. 1, 
p. 2. 
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value’ that “the income statement 
is the most significant accounting re- 
port”. The income statement does 
not show earning power; it shows 
earnings. Earning power is only 
ascertainable from a comparison of 
earnings with the sum employed; net 
profit of itself is not significant. It 
follows that the income account and 
the balance sheet are of equal im- 
portance for this purpose, and that 
the further asset values move from 
invested cost without restatement of 
those values and of the shareholders’ 
equity, the greater is the distortion 
of the current relationship between 
net profit and the sum employed. 
* * * 6 


The terms and views which have 
been considered are _ indicative 
of a struggle to reconcile observed 
business practices with what accoun- 
tants have long found it expedient 
to do. The supporters of conven- 
tional procedures in some cases have 
treated the practices which deviate 
from them as exceptions; in other 
cases, specific terms which have a 
widely understood general connota- 
tion are given esoteric meanings to 
avoid the obvious conflict between 
the avowed purposes and the ac- 
cepted procedures of accounting. 
The facts now to be presented will 
enable some idea to be obtained of 
the seriousness of this conflict. 


Ill 


AN ANALYSIS OF AUSTRALIAN 
BONUS ISSUES 


The Facts 


The financial practices of Aus- 
tralian public companies over the 
last ten years seem to provide some 
evidence of the inadequacy of con- 
ventional accounting. Every re- 
valution of assets expresses disagree- 
ment with the concept that initial 
Invested cost is appropriate and re- 
levant. It was not possible to ex- 
amine the published accounts of all 
«ompanies to ascertain the frequency 
with which revaluations occur. In- 
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stead, it was decided to discover as 
much as possible about the com- 
panies listed on the Australian stock 
exchanges which have made bonus 
issues since the beginning of 1948, 
as a first approximation to the num- 
ber and extent of asset revaluations, 
and because bonus issues themselves 
have certain implications. 


The information presented in this 
section has been accumulated from 
press announcements, stock exchange 
publications, financial journals, pub- 
lished annual reports and new issue 
announcements, and from direct in- 
quiries of companies. The popula- 
tion examined consisted of all Aus- 
tralian companies listed on the Aus- 
tralian stock exchanges except metal- 
liferous mining companies. It is 
certain that some companies which 
should have been included in the 
bonus issue figures have been missed, 
but the cross-checking of a variety 
of sources of information has given 
the impression that these are few. 


The number of issues and their 
aggregate amounts for each of ten 
years are given in Table I. A 
rough check of the coverage may be 
obtained by reference to the new is- 
sue series currently published in the 
Quarterly Survey of the Australia 
and New Zealand Bank Ltd. The 
figures in the column “A.N.Z.Q.S.” 
of Table I are described as stock 
exchange new listings of bonus 
shares issued by non-mining com- 
panies. A footnote to the A.N.Z. list 
indicates that prior to 1953 the fig- 
ures refer to the Melbourne Stock 
Exchange, but thereafter to all 
stock exchanges. The discrepancies 
between the two sets of figures may 
be due in part to differences in what 
is regarded as a bonus issue, but they 
are probably due, to a greater ex- 
tent, to omissions in the information 
supplied to the A.N.Z. Bank. 


The figures of the present study do 
not include ordinary dividends or 
small bonus dividends satisfied by 
share issues and appropriated from 
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operating profits; nor do they in- 
clude shares issued in consideration 
of a re-arrangement of the rights, 
inter se, of two or more classes of 
shareholders. They do include the 
bonus element in issues of shares, 
on the formation of holding com- 
panies, to shareholders of operating 
companies which were at the time 
already listed. 

These bonus issues were spread 
over the whole of corporate busi- 
ness. Table II has been compiled to 
show their incidence in particular 
classes of business. 

Table II is to be taken as a general 
indication only. Comparisons of the 
number of companies issuing bonus 
shares with the total listed in each 
class will be in error, as some com- 
panies included in the bonus issue 
list were no longer listed on the stock 
exchanges in 1956. Comparisons of 
the amounts of bonus issues and paid 
up share capitals are subject to 
greater error because of the inclusion 
of 1957 bonus issues in the bonus is- 


TABLE I 


Bonus Share Issues by Australian Listed 
Public Companies 


Present Study 
No. of A.N.Z.Q.8,¢ 
issues £000’s £000’s 


7 308 ‘s 
340 6 

10,500 3,269 
12,450 10,066 

1,019 1,671 

2,088 1,245 

13,157 2,424 
16,943 8,043 
15,852 7,828 
31,6867 6,528 
41,080 


104,343 








*A.N.Z. Quarterly Survey, July, 1957. 195T 
figures to May. 

+ Asmouniennenite made prior to 1 Septem- 
ber, 1957. 


sue column. However, the general im- 
pression that one-quarter of all com- 
panies listed in 1956 had made bonus 
issues over the ten year period in an 
amount equal to about one-eighth of 
the 1956 paid up ordinary share 
capital is not likely to be greatly in 


TABLE II 
Industrial Analysis of Bonus Issues, 1948-1957 


Listed Companies 


Class 


Retail distribution 
Distribution, n.e.i. .... 

Food, drink, etc., mfg. 
Textiles, clothing, mfg. 
Paper, publishing, etc. .. 
Timber millers, furniture, etc. 
Hardware merchants 

Paints, chemicals, oils 

Leather, rubber, plastics, o- ‘iis 
Cement, bricks, ete. .... .. 
Engineering 

Machy. & elec. distribution .... 
Automotive distribution .... .... 
Coal, gas, etc. . 

Transport, hotels, theatres. 
Finance, insurance, etc. .... 
Miscellaneous .... <= 


1,304 


*From information contained in Jobson’s Digest Year Book, 


No. 
of Capital— of 
1956 


Bonus Issues 
Paid up 
Ordinary 
Share % of Cos 
making 
Bonus 
Issues 


Total 
Bonus 
Issues 

£000's 


No. 


Cos. 
Accounts* 
£000’s 


94 66,932 


56,945 
110,748 
50,649 
51,637 
17,718 
8,643 
45,013 
33,672 
22,408 
161,231 
13,144 
20,002 
21,033 
23,462 
88,391 
22,166 


813,794 104,343 


1957. The aggregate 


amount of paid up preference share capital was £94,074,000, and of other share capital 


£923,000. 
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error. It is worth noting again that 
these figures do not give a complete 
tally of all bonus issues which have 
augmented the share capital aggre- 
gate in the period. Bonus issues 
made prior to conversion to, or on 
conversion to, public company status, 
or prior to listing on the stock ex- 
changes, are excluded. 


The 404 issues of Table I were 
made by 322 companies; 256 com- 
panies made one issue in the period, 
54 made two issues, 8 made three is- 
sues and 4 made four issues. 


These bonus issues were made 
from a variety of sources; as the 
underlying reasons may be different 
according to the source of the sums 
appropriated, those sources, as far 
as they have been ascertainable, are 
given in Table III. 


Table III does not give an exact 
analysis of all cases due to inade- 
quacies in the information given in 
published statements, annual reports 
and other communications examined. 
The descriptions follow closely those 
given by the companies themselves. 
It is reasonable to assume that some 
part of amounts described as tax 
free reserves or profits arose from 
asset revaluations, and that a con- 
siderable part of the amount drawn 
from “unknown” sources also arose 
from revaluations. The bonus ele- 
ment in issues by newly formed 
holding companies may also be taken 
to represent an increase in the valua- 
tion of some assets. The general 
sense of the Table, therefore, is that 
something of the order of 75 per 
cent. of the issues were made from 
asset revaluations, in an amount ap- 
proximating 82 per cent. of the total 
sum appropriated. 


The Explanations 


It is possible to develop one’s own 
reasons for asset revaluations and 
bonus issues; but it is useful to con- 
sider the avowed reasons of those 
who were responsible. These reasons 
are not always given in communica- 
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TABLE Il 


Sources of Bonus Issues, 1948-1957 
No. 
of 


Sum 
Appropriated 
£000's 


Issues 
Revaluations of— 
Land, buildings, 
property ‘ike: inion. Se 
Land, buildings, 
plant and/or 
machinery 2,384 
, ae 365 
Plant and _  good- 
will PA Pilg tis 127 
Goodwill .... . $. 135 
Shares in sub- 
sidiary or associ- 
ated companies 12,183 
Shares and freehold 325 
Assets fer Peet 10,008 
Assets and _ share 
premiums e 418 


Total 55,220 


29,275 


Formation of holding 
company Cay Ae 31,364 
Other sources— 
Tax paid reserves, 
tax free profits f 682 
Capital profits... 502 
Trading profits .... 199 
Share premiums ... 75 14,348 
Unknown .... ——_— 2,028 


Total 125 17,759 
Grand Total * 104,343 


*The grand total number of issues exceeds 
the number of issues shown in Table I be- 
cause some of the latter were made from two 
sources. 





tions from companies to their share- 
holders; generally, circulars to 
shareholders and notices of meet- 
ings called to approve recommenda- 
tions of the directors simply state 
the intention without argument. But 
there are sufficient cases in which 
some explanation is given to permit 
reasonable inferences to be drawn. 
These cases are augmented by others 
which, in response to inquiries re- 
garding the reasons, have given, 
often in great detail, statements re- 
lating to their issues; for the infor- 
mation supplied the writer is grate- 
ful to the directors and secretaries 
who have responded. 





The reasons which are examined 
below, though separately stated and 
separately considered, have overlap- 
ping elements; the general features 
of all cases will be taken up at a 
later point. 


(a) Restoration of acknowledged 
rights. In a number of cases, bonus 
issues were made to restore the 
nominal value of _ securities to 
amounts at which they stood before 
an earlier capital reduction. The 
writing-down generally occurred 
during the ’thirties, when loss of 
earning power and consequent over- 
capitalisation made capital reduc- 
tion and corresponding reductions in 
the values of assets a condition of 
survival. 


Bonus issues out of share pre- 
mium reserves may also be regarded 
as a form of acknowledgment of 
equity holders’ rights. It is true that 
a premium issue, at the time it is 
made, tends to maintain the respec- 
tive rights of existing and new share- 
holders, and to keep up the capital 
value of earlier issues of the same 
class. The premium also provides 
the company with capital, free, to 
some extent, of dividend obligations. 
The capitalisation of share premiums 
when the funds they represent have 
been put to profitable use does not 
give equity holders any greater 
rights than they had before; but 
from the point of view of the share- 
holder the premium is a capital out- 
lay, as it is, in a sense, a capital re- 
ceipt of the company, and the issue 
of new scrip acknowledges this. 


(b) Preliminary to new issues of 
securities. In many cases, bonus is- 
sues have been followed, by, or have 
been contemporaneous with new 
ordinary share issues for cash. 
Whatever the source of the sum ap- 
propriated for the bonus issue, the 
intention seems to have been to avoid 
attaching too high a premium to the 
new cash issue (in view of the high 
ruling market price of pre-bonus 
shares) in order to ensure that the 
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cash issue is readily placed. The 
larger base for the new cash issue 
would make the market value of 
each new share smaller, and would 
make it easier for small investors 
to acquire a marketable parcel. 


The preservation of the equity of 
existing shareholders is also borne 
in mind. Said one company: “The 
Company contemplated the acquisi- 
tion of further subsidiary Com- 
panies, the consideration being on 
an exchange of share basis, and it 
was felt that existing shareholders 
were entitled to the benefits of the 
Company’s improved financial posi- 
tion before the new shareholders 
were admitted.”*! The same reason- 
ing applies to the cash issues men- 
tioned in the previous paragraph. 


Issues of loan securities may also 
make capital adjustments and asset 
revaluations desirable. Although 
loan creditors may be interested in 
net profit rates as indicating capital 
security, their direct measure of 
capital security is the tangible asset 
backing of their loans. As a safe- 
guard against the debasement of 
their security, trust deeds commonly 
include provisions, based on asset 
and capital values, restraining 
further borrowing. The following 
provisions relating to an unsecured 
note issue are illustrative: 


(i) The company shall not at any time 
charge any of its tangible assets if 
the aggregate amount of the con- 
templated charge or charges together 
with every existing charge by the 
company exceeds or would exceed 
two-fifths of the amount of the tan- 
gible assets of the company as dis- 
closed in the last published balance 
sheet of the company and adjusted 
to include the introduction of further 
paid up capital (if any) since the 
date of such balance sheet insofar 





Letter dated 22/11/55. In this and 
subsequent quotations, “Letter dated 

.” refers to a letter in reply to an 
inquiry by the writer; the originating 
company’s name is given only when 
extracts are taken from published 
circulars and reports. 
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My figuring is done 
5 TIMES FASTER on an... 


200 SERIES 
PRIGINALA DHNER 


CALCULATING MACHINE 


I have a machine that gets me home on time—every night. At 
such low cost, too. Even if you use an Original-Odhner Calculator 
for only ten minutes a day, it pays for itself in twelve months. 
The handiest, sturdiest of all hand-operated calculating machines, 
it has been completely re-styled, streamlined, improved to give 
even smoother and easier operation. 


ORIGINAL-ODHNER 
—THE MACHINE 
io count oN 


STOTT & UNDERWOOD LTD. 


Off 252 George Street, Sydney—BU 1182 


STOTT & UNDERWOOD LTD. A.A. NOV. 


POST COUPON Box 1556, G.P.O., SYDNEY 


Please send me full details on the Original-Odhner Calculating 
Machine. 


FOR FULL ee 
PARTICULARS .. [iiaanen 
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and watch for the pay off! 


The Brunsviga 16T Keyset Calculating 
Machine—one of the many Brunsviga 
models available which can be operated 
electrically or manually. 





Brunsviga is the world’s fastest and most efficient 
adding machine! 

® Adds, Lists, subtracts, multiplies. © Gives sub totals. 
® Automatic credit balance. © Only 12 numerical keys 
under the fingertips on one hand, arranged in natural 
1-2-3 sequence for touch operation. ®@ Automatic 
double spacing on tally roll before and after totals and 
subtotals. © Brunsviga is electrically or manually 
operated. 


ADDING, LISTING 
AND SUBTRACTING 
MACHINES 


Sole Distributors: SWEDA AGENCY (AUST.) PTY. LIMITED. Sales and Service Offices in Melbourne 


416-418 Elizabeth Street, Sydney. 


THE WHOLE WORLD 


Phone: BA 4206. and Brisbane. Agents in S.A. and WA 
COUNTS ON BRUNSVIGA 
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as such further capital is repre- 
sented by further tangible assets... 

dii) The company will not borrow any 
sum or sums if the borrowing there- 
of would have the effect that the 
aggregate amount owing by the 
company exceeds or would exceed 
the amount of shareholders’ funds 
plus one-quarter thereof... 

Gii) The company will not borrow by 
means of other notes any sum or 
sums if the borrowing thereof would 
have the effect that the aggregate 
amount owing on notes of the present 
issue and other notes would exceed 
one-half of the paid up capital for 
the time being of the company. 


Restraints of this kind make oc- 
casional adjustments imperative if 
a company is to squeeze all the flexi- 
bility it can from the capital and as- 
set structure under its control. It 
would be foolishness to suffer the 
further restraint which out-of-date 
statements of value would impose. 


(c) The most common reason 
given where revaluations have been 
made is the desire to portray the 
company’s affairs more realistically. 


“The Board feels it is desirable 
that the Company’s Balance Sheet 
should reflect the value of the Com- 
pany’s fixed assets more in relation 
to present day values than the values 
at which they were purchased many 
years ago.’’2? “[Following revaluation 
of freehold property] the Balance 
Sheet should present a truer and fairer 
picture of our net worth, even though 
such assets as Plant and Machinery 
will remain unaltered in the books 
at a figure substantially below re- 
placement cost.’23 “For some time 
your Directors have been of opinion 
that the value of the Company’s as- 
sets is greatly in excess of the fig- 
ures shown in the books of the Com- 
pany. The effect of this is that the 
equity of the shareholders has been 
understated and a more correct value 
of the shares has not been dis- 





22. East African Coffee Plantations Ltd., 
circular, 17/11/54. 

23. Henry B. Smith Ltd., Chairman’s Ad- 
dress, Annual General Meeting, 1951. 


The Australian Accountant, November, 1957. 


closed.”** “Your Directors con- 
sidered it desirable to increase the 
valuation of such shares in the Com- 
pany’s books to an amount represent- 
ing a closer approximation to their 
true value.’”*5 “Your Directors gave 
careful consideration to the value of 
the shares in the two marketing 
Companies, and, having regard to 
the actual assets of those Companies 
and their earning capacity, your 
Directors consider that the real 
value of those Companies is at least 
27/- per share and consequently the 
writing up of the value of such 
shares was fully justified."** “. . 

it was considered advisable to bring 
the Balance Sheet values into line 
with present day realities.”’?? 


The sources of the new valuations 
are varied. Some real estate re- 
valuations were based on _ recent 
valuations by Valuers General; some 
on the valuations of expert private 
valuers; plant and machinery were 
revalued on the basis of expert opin- 
ion; shares were revalued on the 
basis of ruling market values, where 
applicable, or on the basis of the net 
tangible assets of subsidiaries 
(which may have involved anterior 
revaluation of those assets). In 
many cases the amount of the new 
valuation is given, but often it is not. 
In many cases only part of the incre- 
ment in value is brought into the ac- 
counts, and there is evidence that 
some businessmen still are proud of 
the non-disclosure which is euphemis- 
tically called conservatism. Never- 
theless, the bases of revaluation are 
obviously independent of managerial 
estimates. 


(d) In a number of cases the 
nature of the relationship between 
profits or dividends and _ stated 





24. Hotel Ltd., circular, 
11/6/54. 

25. Humes Ltd., circular, 25/10/50. 

26. Smith Wylie (Australia) Ltd. (now 
Purr Pull Oil Industries Ltd.), circu- 
lar, 8/10/61. 

27. The Victoria Ltd., circular, 25/3/54. 


Metropole 
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capital is suggested as a ground for 
revaluation and/or bonus issues. 


“The principal reasons for the re- 
valuation and bonus issue were (a) 
to show assets and _ shareholders’ 
funds at a figure related to reality 
and (b) to overcome the ludicrous 
position of declaring a 124% divi- 
dend [upon a capital which was only 
one-sixth of the shareholders’ funds 
employed].”25 “In view of the Com- 
pany’s increased level of income... 
and the high premium at which the 
Company’s shares are quoted... .”?® 
“The greater earning capacity of the 
company warranted the issue of 
bonus shares.’’° 


A number of companies have 
struck directly at the inflationary 
conditions which tend to make non- 
sense of static accounting. “The 
reasons underlying the issues were 
to allow the shareholders to partici- 
pate to a greater extent in the pros- 
perity of the company and to give 
them some further return on their 
investment to offset the decreasing 
value of the £1 without increasing 
dividend rates.’”** “The dividend 
rate was commencing to appear high 
in relation to the funds employed. 
The bonus issue allowed a lift in the 
amount of dividend without magnify- 
ing the published rate.’°* Among the 
factors in favour of revaluation and 
bonus issue one company noted that 
“the rate of dividend declared can 
be smaller, while still resulting in 
the same distribution to  share- 
holders. Your Directors think it 
important in these days that divi- 
dends should be expressed as a per- 
centage of real capital employed 
when there is much uninformed talk 





28. Letter dated 6/3/56. 
29. Garratts Ltd., circular, 6/3/51. 


380. West Australian 
quoted in The 
11/12/54. 


31. Letter dated 9/12/55. 
32. Letter dated 21/11/55. 


Newspapers Ltd., 
West Australian, 


about excess profits being made by 
companies.”*% “The progress of the 
Company justified an increase in the 
dividend rate and it was socially de- 
sirable that this be given by way of 
a bonus issue, and from the share- 
holders’ point of view, a better pro- 
position than a straight out increase 
in the dividend rate.”** The phrase 
“socially desirable” is probably in- 
tended to indicate aversion to the 
“uninformed talk” alluded to in the 
previously quoted circular. Another 
company seems to have had a similar 
purpose in mind when in addition to 
stating its shareholders’ funds in 
the customary manner (i.e., paid up 
capital, reserves, unappropriated 


profits) it also stated the same funds 
“as if” its ordinary shares were of 
no par value.*® 


(e) Revaluations and/or bonus 
issues are made by some companies 
as counters to actual or possible take- 
over bids. 


“It is dangerous to underestimate 
the value of fixed assets when take- 
overs are so prevalent. It is to 
shareholders’ advantage to have as- 
sets shown at their correct value. I 
do not think for a moment that the 
company is likely to be taken over, 
but, should any one try, share 
holders would know what their as- 
sets were worth.’°* The company 
referred to in footnote 34 gave, as an 
additional object of a bonus issue 
made partly out of share premiums 
and partly out of asset revaluation, 
“reducing the risk of a take-over 
bid”. In 1955, as a counter to an 
offer by Myer Emporium Ltd., the 
directors of Finney Isles and Co. Ltd. 
announced their intention to recom- 





83. Strachan & Co. Ltd., circular, 28/2/51. 
. Letter dated 23/12/55. 

35. A. G. Webster & Sons Ltd., 1956 
Annual Report. 

36. London Stores Ltd., Chairman’s Ad- 
dress at 1956 Annual General Meet- 
ing, reported in Sydney a 
Herald, 11/5/56. The company h 
revalued its assets. 
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mend to stockholders a one-for-one 
bonus issue out of revaluations of 
assets. A subsequent offer by David 
Jones Ltd. was successful, but by 
this time stockholders were in pos- 
session of the knowledge that the 
company’s freehold properties were 
worth more than twice their latest 
balance sheet values. Prior to a one- 
for-one bonus issue out of asset re- 
valuations, another company advised 
its shareholders: “Just recently a 
verbal offer was received to pur- 
chase the whole of the issued shares 
of the Company at a figure consider- 
ably in excess of par value but well 
below the true value of the Com- 
pany’s assets and profit earning 
potential.’’37 


Whether the directors’ actions in 
such cases are spontaneous or arise 
from specific offers, the fact remains 
that contemporary circumstances 
have rendered necessary the recog- 
nition of contemporary values. 


(f) All these explanations seem in 
themselves to be reasonable. But 
there is one factor without which no 
revaluation and no bonus issue can 
be justified. That factor is the ade- 
quacy of corporate net profits to 
serve the capitals stated to be em- 
ployed in earning them. No com- 
pany, for example, could make a 
bonus issue if the profits available 
for dividend represented six per 
cent. or a smaller percentage of the 
paid up capital. Without adequate 
actual or expected divisible profits 
(after making all necessary pro- 
visions and appropriations to re- 
serves) no increase in paid up 
capital, by way of bonus issues, can 
have meaning. It is most difficult 
to obtain any significant aggregation 
of ordinary share earnings to de- 
monstrate that the rate of profit 
earned on pre-bonus capitals has 
been increasing. Not only are the 
figures complicated by cash issues 
and issues on the acquisition of other 





87. The Griffin Coal Mining Company 
Ltd., circular, 5/9/55. 
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businesses or shares in them; the 
profit figures themselves seem, in 
many cases, to have peculiarities 
suggestive of inconsistent reporting 
(e.g., as when disclosed profits show 
little change year by year until the 
year of the bonus issue, when the 
disclosed profit rises sharply) .°* But 
an examination of individual cases 
shows exactly what was to be ex- 
pected; disclosed profits have been 
sufficient to service the augmented 
capital (except in isolated cases) ; 
dividend rates may have fallen, but 
dividend amounts have commonly 
been maintained or  increased.*® 
Those sixty-six companies which 
made more than one bonus issue 
were evidently earning ample pro- 
fits on the capital employed after the 
first issue. 


Rather than attempt to indicate 
the growth in earnings or earning 
power by reference to aggregates of 
disclosed net profits, this growth 
may be shown to have been quite sub- 
stantial by reference to the bases on 
which bonus issues have been made. 
Table IV gives the distribution of 
bonus issue ratios; ratios falling be- 
tween those shown have been in- 
cluded in the nearer class. 


Changes of such magnitude as the 
first four classes suggest that cur- 
rent profits and sums available for 





38. The figures of one company which 
made no change in its share capital 
other than a bonus issue illustrate the 
point. The absolute amounts have 
been changed by a constant factor. 





Ordinary Ordinary Dividend Rate 


Share Share n 
Capital Earnings Actual pre-bonus 
£000's £000's Capital 


276 49 9% 9% 
276 56 113 114 
276 46 9 9 
276 49 9 9 


One-for-one bonus issue 
552 82 15 

552 106 124 
552 109 15 

552 123 15 











TABLE IV 
Bonus Issue Ratios, 1948-1957 


Cumulative 
Frequency Percentage 





Ratio 
Greater than 1 for 1 37 
73 





1 for 1 

Gh eR adabeg eet pel 
1 for 3 

ret ee Ud... 

ia See ee 
Less than 1 for 5 
Unknown ca ae 


Total separate issues 





distribution were well in excess of 
those needed to service pre-bonus 
capitals; in other words the adjust- 
ments were made to correct apparent 
under-capitalisation, a condition in 
which the relationship between cur- 
rently earned profits and currently 
reported capital gives a distorted im- 
pression of current earning power. 


Some accountants may make light 
of the consequences of apparent 
under-capitalisation. “Business men 
are oppressed by the fact that prices 
and profits look high in comparison 
with the capital investments made 
some years ago, when price levels 
were lower. They find themselves 
the targets of demands from workers 
for higher wages, demands from 
politicians for higher taxes, demands 
from consumers for lower prices, 
and demands from their organisa- 
tion for the renewal of depreciating 
plants and equipment. . . . There- 
upon they find fault with accounting 
procedures which subject them to 
these pressures.’°® But these pres- 
sures are real, not imaginary. Busi- 
ness men may well be expected to find 
fault with a technique the results of 
which are not real, but imaginary 
(i.e., a technique which treats events 
and transactions “as if” time had no 
effect on values). 

This, then, is the evidence. To 
what conclusions does it point? 





389 Howard C. Greer, “Depreciation and 
the Price Level,” The Accounting 
Review, April, 1948. 
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SOME COROLLARIES 


The Propriety of Bonus Issues 
from Unrealised Profits 


Doubts have long been expressed 
about the propriety and the desir- 
ability of allotting shares against 
appropriations of unrealised profits. 
These doubts still exist, as, occasion- 
ally, correspondence in professional 
journals shows. 


They appear to stem from the 
cases in which the legality of dif- 
ferent kinds of dividends has been 
considered. In most cases the pro- 
fits in question were realised profits, 
In one case the profits were unrea- 
lised, but the dividend in question 
was a cash dividend. In no case has 
the legality of a share dividend made 
from appropriations of revaluation 
reserves been tried; but the restraint 
and care with which directors are 
obliged, in marginal cases, to con- 
sider the sources from which they 
propose to pay cash dividends seems 
to have induced a timidity among 
accountants who write on the matter 
which is not shared by large num- 
bers of directors. There are two 
lines of reasoning which should 
abate this timidity. 


Although bonus issues may be re- 
ferred to as “share dividends” and 
unrealised accretions in asset values 
may be described as “profits”, both 
are rather loose usages. A bonus is- 
sue as such does not give share- 
holders any greater rights in the 
assets or profits of the company than 
they had before. No question can 
therefore arise as to the legality of 
any dividend subsequently declared 
on the augmented capital; nor can 
there be any question as to the legal- 
ity of the “share dividend” itself, 
for, strictly, nothing has _ been 
divided. Further, although the /n- 
come Tax Assessment Act refers to 
“profits arising from revaluation of 
assets not acquired for the purpose 
of resale”*°—and the phrase may be 


40. S. 44(2) (b) (iii). 
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Ax ARTIFICIAL SATELLITE, a midget 
moon, will be hurled into an orbit 300 miles 
above Earth late this year, or early in 1958. 

It will be an American contribution to the 
astonishing scientific programme of the Inter- 
national Geophysical Year. 

The satellite—a gleaming sphere 20 inches 
in diameter and weighing 214 pounds — will 
be carried to the threshold of space by a 
three-stage rocket. Its orbital speed will be 
18,000 miles-per-hour, and it will circle this 
planet every 90 minutes. 


The Australian Accountant, November, 1957. 


Instruments inside the satellite will radio 
back to Earth information about air density, 
temperature and pressure, the shape of the 
planet, and the incidence of meteors. 


SHELL UMF, a new aviation fuel, is being 
used in development of the first-stage rocket 
that will carry the tiny fact-finding, space- 
probing ball aloft. 

In Australia, as elsewhere, Shell leads the 


way in developing new and better petroleum 
products. 


Shell serves Australia .. . 
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much older—is it reasonable to call 
a restatement of value a profit-mak- 
ing operation? The real effect has 
been stated clearly in a recent bonus 
issue announcement: “It should be 
understood that a share issue of this 
kind is not something for nothing 
for shareholders. It results in part 
from a restatement, as share capital, 
of cash previously contributed by 
shareholders in the form of a pre- 
mium on the last issue of shares, and 
in part from a restatement of the 
value of existing assets in up-to-date 
monetary terms following inflation. 
Already shareholders as a whole own 
the assets of the company and the 
revaluation and share issue will not 
affect the intrinsic value of those 
assets. Speaking generally, each 
shareholder will own the same pro- 
portion of the same company, the 
same assets and the same enterprise 
after the issue as before.’’*! 


It seems probable that objections 
to making share issues out of re- 
valuations are sustained with greater 
vigour than objections to the re- 
valuation of assets.*2 If this is so, 
one may ask whether, if shares of 
no par value were common, objec- 
tions to share-splitting would be 
taken with the same force. As no 
noticeable objection has been taken 
to share-splitting, one may surmise 
that the objection to bonus issues out 
of asset revaluations is simply a 
consequence of a system which con- 
templates shares having a par value. 


The second line of reasoning 
which may assure the irresolute is 
the well-known unwillingness of the 
Courts to interfere in company af- 
fairs, and their practice of searching 





4l. The Chairman, Colonial Sugar Refin- 
ing o. Ltd. in Sydney Morning 
Herald, 19/6/57. 


42. Cf. A. E. Barton, Can Divisible 
Profits be Created by Writing up 
Fixed Assets? Post War and Com- 
mercial Legislation. Law Book Co., 
May 1947. pp. 260-262. 
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for precedents in the behaviour of 
other honestly and judiciously man- 
aged companies. As the companies in 
the present study range from some of 
the largest to some of the smallest, 
and occur in so many separate indus- 
trial and commercial categories, if 
an action could ever have been 
brought to challenge the legality of 
making share issues from revalua- 
tion reserves, it is unlikely now that 
the practice could be condemned. 
There may, of course, be unwise and 
frivolous examples; but these do not 
warrant rejection of what is, on so 
many other grounds, a reasonable 
and prudent course. 


The Needs and Expectations of 
Investors 


From the number and variety of 
companies which have redrawn their 
balance sheets, and from the ex- 
planations given. it appears that 
many directors believe, or have come 
to believe by force of circumstance, 
that investors need more informa- 
tion than accounting on an invested 
cost gives. The explanations are 
liberally spiced with “actual value”, 
“present day value”, “true value”, 
“present day realities’, “up-to-date 
valuation”, “current valuation”, 
“present day or market price”. 
There is no double-talk, no squeam- 
ishness about using the term 
“value”, and an obvious rejection of 
the view that “cost is the proper 
foundation” of a company’s pub- 
lished accounts. It is impossible to 
avoid the conclusion that those who 
evade reference to values and insist 
on the inherent correctness of con- 
ventional methods of accounting 
either have not troubled to look at 
the real facts of commerce and in- 
dustry, or, having done so, have been 
forced to find rationalisations for ig- 
noring what they see. 


The mark of realism is stamped 


from which 


on the explanations 
The 


examples have been drawn. 
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business man is not concerned with 
arid argument about the relative 
merits of the two general accounting 
summaries. He knows that both are 
used, separately and together, in im- 
portant transactions in which he en- 
gages; he speaks of the asset value 
of shares, and of the relationship 
between capital employed and net 
profit, as if they meant something 
quite significant. 


Beside the evidence many of the 
assertions about the propriety of ac- 
counting on the basis of original 
money cost stand condemned. Ac- 
counts kept on this basis, it is said 
“tell the owner, the investor, the 
manager, and the public, something 
definite, tangible and significant.’’** 
Why, then, have so many companies 
abandoned initial cost? “It is ob- 
vious from the size of many busi- 
nesses that a revaluation of assets 
for inclusion in the annual financial 
statements is neither possible nor 
desirable”’.*4 How, then, have so 
many businesses, large and small, 
found it possible and desirable? 


“Any attempt to depart from [actual 
cost] and to reflect the changing 
general price levels would be ex- 
tremely dangerous and difficult’’.*® 
If so dangerous and difficult, why and 
how have so many companies man- 
aged to do it? 


It may well be argued that the 
directors of companies which have 
not made bonus issues during the 
period under consideration have 
been less responsive to the needs of 
investors, and less concerned with 
the efficient allocation of resources 
between firms, than the directors of 
those companies which have done so. 
Prudence and conservatism—worthy 
enough features of financial policy 





43. Howard C. Greer, loc. cit. 

44. Yorston, Smyth and Brown, Advanced 
Accounting, Law Book Co. Vol. 1, 
p. 7. 

45. “Carter’s Advanced Accounts,” p. 4. 


—may be reasons. But if current 
disclosed profits do not favourably 
compare with a current valuation of 
the assets employed and the equity 
they represent, either earning power 
has not kept up with the level of the 
past or secret reserves are being 
accumulated. Old valuations conceal 
the former, and deliberate action the 
latter; neither is in the interests of 
the contemporary investor. 


Every person who buys a house or 
a car buys it in the first place to hold 
and use. He does not contemplate 
selling it at the time, but at any sub- 
sequent time, due to changes in his 
preferences, or in his fortune, or in 
the level of market prices, he may 
decide to sell even though he bought 
to hold. He does not know at what 
time he may be faced with such a 
decision, but consciously or uncon- 
sciously he keeps himself informed 
of current valuations of his property. 
The managers of a business are in 
the same position. Even though 
some assets may be bought “not for 
resale at a profit” but “to assist in 
earning income”, market conditions 
may make resale more profitable 
than continued possession and use. 
And what applies to single assets 
applies also to going concerns and to 
share interests in them. When the 
choice exists of selling specific assets 
as such, or selling an undertaking as 
a going concern (or a share interest 
in it), it is a mere quibble to con- 
tend that current valuations of assets 
have no relationship to the value of 
the going concern. Now, how is an 
investor to judge, if confronted with 
an offer to take over his company, 
or even with the choice of switching 
his investment, when he has no per- 
sonal knowledge of the contemporary 
values of the assets in which he holds 
interests? He depends on the ob- 
jective representation of the current 
state of affairs; he takes the accounts 
supplied by the management to be 
objective and representative. 
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In another place* the objectivity 
of initial money cost have been criti- 
cised on the ground that representa- 
tiveness and relevance are sacrificed. 
Attention is now directed to the ef- 
fect on objectivity of the attitude on 
which support of conventional pro- 
cesses is based. 


The array of opinions, arguments 
and doctrines examined in Part II 
are not only internally inconsistent; 
they are found to be inconsistent with 
the facts and explanations of Part 
Ill. They rely on the sanctity of 
tradition, the fear of innovation or 
reverence for the figure once written. 
Every statement that an alternative 
method of accounting is impossible, 
impracticable, inexpedient, difficult, 
dangerous or deceptive is a protec- 
tive measure, the product of a de- 
fence mechanism, enabling one to 
turn one’s back on relevance and the 
problems of devising an alternative 
accounting. The accounting view- 
point takes precedence over the view- 
point of the users of accounts. The 
results are coloured by the self-im- 


posed limitations of those who prac- 
tice the art, and for that reason, if 
for no other, they cannot be de- 
scribed as objective. 


There is still another lapse in ob- 
jectivity ; it is common to many com- 
panies which have revalued some as- 
sets only and to those which have 
revalued none. It will have been 
noticed that the greater part of all 
revaluations, in number and amount, 
consisted of revaluations of assets 
charges in respect of which do not 
appear in income accounts—freehold 
land, buildings, shares, etc. Few 
companies have revalued plant and 
machinery, yet there must have been 
in the interval a substantial rise in 
the value of all plant in existence at 
the beginning of the period and since 
acquired. There may be various 
reasons for failing to restate plant 





46. The Formal Basis of Business Deci- 
sions, loc. cit. 
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values, financial prudence and the 
protection given by conservatism 
among them. But it is also probable 
that income taxation provisions have 
something to do with the reluctance 
to shift from the cost basis for such 
assets. 


Now, income taxation provisions 
are designed for the purpose of com- 
puting taxable income, and for no 
other purpose. It is certainly easy 
to use the same figures—the same 
asset values and the same deprecia- 
tion charges—for the purpose of re- 
porting to shareholders; and because 
it is easy it is commonly done. But 
this is another practice which re- 
sults in the withholding of informa- 
tion which is necessary for a rea- 
soned and informed appraisal of 
corporate results and prospects. A 
true and fair view cannot be had 
when the statements are clouded by 
computations made for other pur- 
poses than efficient administration 
and investment. 


Much of this section, so far, has 
dealt with the position of an investor 
vis-a-vis a single company; in such 
a case revaluation by the company 
adds to his knowledge. But the 
typical problem for large numbers 
of investors is choosing between al- 
ternative investments. Taking listed 
companies as representing the op- 
portunities available to the investing 
public, what does the aggregate body 
of knowledge look like? Some com- 
panies show their fixed assets at cost; 
some at valuations established on 
the occasion of previous capital re- 
ductions; some companies show some 
assets at cost and other assets at 
or below recent upward revaluations; 
where revaluations have been made, 
some companies continue to give the 
date of revaluation, others do not; 
where assets have been acquired sub- 
sequently to a _ revaluation, com- 
monly one figure is given for all as- 
sets in each class with the notation 
“at cost and valuation”; and, as re- 
valuations will have been made at 
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different dates under the conditions 
then prevailing, their significance as 
between firms will differ. Confronted 
with such a melange, investors can- 
not be expected to choose wisely in 
their own interest or in the interest 
of the efficient distribution of re- 
sources between enterprises and in- 
dustries. In the Press Caps Case*’ 
one of the appeal Judges suggested 
that “a perusal of back balance 
sheets would show when the pro- 
perty was bought and what it cost. 
The broad relation between that fig- 
ure and its valuation today would 
have been readily apprehended”. 
With respect, the experience of en- 
deavouring to compile the figures of 
Part II is tendered. In some cases 
it was only with great difficulty pos- 
sible, and in other cases it was quite 
impossible, to discover the specific 
changes which had taken place in 
company balance sheets over time. 
A re-appraisal of asset values when 
there are so many ways of represent- 
ing asset values in balance sheets is 
beyond the competence of investors 
at large. 


A widely applied procedure is 
necessary to reduce this chaos to 


order. Some have suggested re- 
valorization as the answer. All com- 
panies would be required to restate 
the values of assets simultaneously; 
this step would be taken under direc- 
tion of the legislature when, after a 
period of rising or falling prices, 
price levels have reached a new 
plateau. This has the merit of oc- 
casionally bringing all companies in- 
to line. But when can it be said 
that price levels have reached a new 
plateau? The difficulty is illustrated 
spectacularly by the history of the 
New York stock market in the late 
twenties. The New York Times in- 
dustrial securities price index rose 
from 106 in May, 1924, with some 
reversals, to 245 at the end of 1927. 





47. Re Press Caps Ltd., 1949 All E.R. 
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In March, 1928, some felt that the 
bull market had been checked, but at 
the end of the year the index had 
risen to 332. Again in March, 1929, 
a wave of selling suggested a set- 
tling down, but by the beginning of 
September the index had risen to 
452. Just prior to this Professor 
Irving Fisher had given his opinion: 
“Stock prices have reached what 
looks like a permanently high 
plateau”. Yet, by mid-November 
the index had fallen to 224, from 
which by July, 1932, it had slumped 
to 58!*8, The new plateau is like the 
pes of gold at the end of the rain- 
ow. 


Even if there were such plateaux, 
in the interval between revaloriza- 
tions the accounts would fall out of 
step with market realities and would 
be misleading. The only solution is 
the incorporation, in accounting, of 
a dynamic principle by which the 
current position and results would 
be fairly represented, not now and 
then, but continuously. The fact 
that some companies have made 
three and four adjustments in ten 
years shows that such a principle 
would be more acceptable than the 
initial cost principle which so many 
simply ignore. 


The Independent Auditor 


While examining the role of finan- 
cial statements as means of com- 
munication the independence of the 
auditor is worth considering. It 
will be of interest to note what was 
expected of auditors and what audi- 
tors were expected to say of accounts 
from the early years of corporate 
business in Australia. The changes 
in what was required may be as 
sumed to parallel in principle the 
changes which were taking place 
concurrently in Britain. 





48. Digested from J. K. Galbraith, The 
Great Crash, Hamish Hamilton, Lon- 
don, 1955. 
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The first half-yearly report of the 
Commercial Banking Company of 
Sydney Ltd.—the earliest company 

whose accounts have come under 
notice—was for the period ended De- 
cember 30, 1848. It includes a profit 
and loss account and balance sheet; 
at the foot of the balance sheet is 
the simple notation “Examined and 
found correct”, signed by two audi- 
tors who were shareholders of the 
company. The private Act by which 
the company was incorporated con- 
tained no audit clause, and auditors’ 
reports had no consistent form for 
the first few years. The statement 
appended to the accounts in the fifth 
report reads “The Auditors have to 
report that the Coin, Securities and 
Balances are correct as expressed in 
the accompanying account of Liabili- 
ties and Assets for the [period], and 
that they consider that the affairs of 
the company are in a sound and pros- 
perous state”; it is signed by two 
shareholder-auditors. 


The first New South Wales Act 
containing specific auditing provi- 


sions is the Act incorporating the 
Bank of New South Wales.*® It re- 
quired that each year at one of the 
two half-yearly meetings two pro- 
prietors shall be elected to be audi- 
tors for the year next ensuing. 
“Within three weeks next before 
every such half-yearly meeting the 
auditors for the time being shall 
fully examine into the state of the 
accounts and affairs of the corpora- 
tion and shall make a just true and 
faithful report thereon which shall 
be submitted by them to the direc- 
tors of the corporation one week pre- 
viously to such meeting and which 
shall be by such directors submitted 
to the proprietors at every such 
meeting and the said auditors shall 
and they are hereby required to make 
a declaration before a Justice of the 
Peace that such report is to the best 


49. Private Act, 14 Vic., assented to Sep- 
tember 23, 1850. Sec. 18. 
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of their several and respective know- 
ledge a just true and faithful report 
and statement of the accounts and 
affairs of the company and that the 
same is made by them after diligent 
and careful examination into the 
state of such accounts and affairs. 

..” Notice that the auditor was re- 
quired to be a shareholder. 


The inclusion of audit provisions 
was not common in the early acts of 
incorporation. The next case in 
which they occur is the Sydney Ex- 
change Company Act® which re- 
quired three persons each possessed 
of five shares to be appointed; it 
was permissible for two of the three 
auditors “to examine and pass the 
accounts” of the company. The Aus- 
tralian Joint Stock Bank Act* con- 
tained a clause substantially the 
same as that in the Bank of New 
South Wales Act. New features were 
introduced in the Hunter River Rail- 
way Company Act.®? Two auditors 
were to be appointed; each was to be 
a holder of at least ten shares; 
auditors were not to hold “any other 
office in the company nor be in any 
other manner interested in its con- 
cerns except as a_ shareholder’. 
After providing that the auditors 
shall examine “the accounts and af- 
fairs” of the company, the Act stipu- 
lated that the auditors “shall be at 
liberty to employ such accountants 
and other persons in such examina- 
tion as they may think wee: at the 
expense of the company. 


Some features of these iia 
are indicative of underlying ideas 
which have since been obscured. 
Auditors were required to be share- 
holders. This means that they did 
in fact have the same interest in the 





50. Private Act, 15 Vic., assented to 
December 19, 1851. 

51. Private Act, 17 Vic., assented to Sep- 
tember 3, 1853. 

52. Private Act, 17 Vic., assented to Octo- 
ber 10, 1853. 
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adequacy of the accounting state- 
ments as did the remaining share- 
holders. Those who did not have ac- 
cess to a company’s books and re- 
cords were assured, by having two 
or more persons in the same position 
as themselves report on the accounts 
and affairs, that those affairs were 
represented in a manner consistent 
with their needs. The auditors were 
independent of the management and 
were, as owners, in a strong position 
if the need arose to express that in- 
dependence. They may not have 
been accountants, and to that extent 
their views were not conditioned by 
professional conventions; they had 
not to be consistent with any cus- 
tomary method of procedure; they 
were free to examine company af- 
fairs as real things, and the accounts 
of those affairs as representations of 
real things, not as conventional sym- 
bolization. To the extent that ex- 
pert assistance was necessary, in 
some cases they were empowered to 
obtain it; but the report was their 
responsibility. 


With the growth in the size and 
number of corporate businesses, the 
specialisation of the auditing func- 
tion was inevitable. The first gen- 
eral Companies Acts provided in 
Table A that auditors may be share- 
holders, but the link between audit 
and ownership must, by now, have 
been broken. This does not neces- 
sarily mean, however, that the basic 
idea of reviewing affairs as through 
the eyes of shareholders need have 
been abandoned. Yet, step by step 
it has been abandoned. 


The greater the refinement made 
in the form of the auditor’s report 
the greater is the difficulty of dis- 


covering what it means. The audi- 
tors of one New South Wales com- 
pany for fifty years used the follow- 
ing form of report: “We have ex- 
amined the books, accounts and 
vouchers of the company .. . and 
certify that the foregoing balance 
sheet and profit and loss account are 
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correct statements of the company’s 
affairs as shown by the books of the 
company.” The company’s affairs 
may not have been according to the 
books, and this perhaps is a depar- 
ture from the view postulated above. 
But this report clearly goes no 
further than saying that the state- 
ments agree with the books. 


Quite a different position is pre- 
sented by the contemporary audit 
report. The relevant portion reads: 
“In our opinion, the balance sheet is 
properly drawn up so as to exhibit 
a true and correct view of the state 
of the company’s affairs and the pro- 
fit and loss account is_ properly 
drawn up so as to exhibit a true and 
correct view of the results of the 
business of the company for the 
year, according to the best of our in- 
formation and the _ explanations 
given us, and as shown by the 
books of the company.” What 
is to be made of this kind of 
report, when, in one year the 
auditors can report that a true and 
correct view of the company’s affairs 
is given by a balance sheet in which 
assets are shown at £x, and make 
the same assertion of the following 
year’s balance sheet in which the 
same assets are shown at £2x? In 
the first year were they reporting 
that the balance sheet was according 
to the books of account, or that it 
gave a true and correct view of the 
company’s affairs? It may have 
been the former, but it could not 
have been both simultaneously. How 
can “true and correct”, in the con- 
text of the auditor’s report have any 
meaning when, subsequently, chair- 
men of companies can state that, 
following revaluation, “the balance 
sheet should show a truer and fairer 
picture of our net worth”, or that 
“assets are now shown at their cor- 
rect value’? The situation is Gil- 
bertian; indeed, it is Orwellian. One 
is reminded of the stage in the his- 
tory of Animal Farm when, accord- 
ing to its chronicler, the elite 
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adopted the principle, “All animals 
are equal, but some animals are more 
equal than others.” 


Some have endeavoured to justify 
the phrase “a true and correct view” 
by saying that the phrase is “a true 
and correct view”, not “the true and 
correct view”; and that there may 
be many true and correct views of 
which the balance sheet they report 
on gives one. Truth may be many- 
sided; but no sharebroker is to know 
what side he is seeing if this kind of 
justification is valid. 


Further, whereas auditors were, 
in the century-old examples cited, re- 
quired to examine and report on the 
accounts and affairs, the modern 
phrase “the state of affairs” is much 
more precise. But because of the 
conventions adopted and the wide- 
spread view that if the real state of 
affairs is at least no worse than that 
shown in the balance sheet it serves 
the interest of shareholders, the very 
precision of the phrase is misleading 
and dangerous. If, according to the 
apologists there are more than one 
true and correct view, presumably 
also there are more than one state 
of affairs at a given date. But this 
is difficult to concede. The phrase is 
“the state of affairs” not “a state of 
affairs”, if one may turn the argu- 
ment. That the balance sheet is in- 
tended to show the financial position 
or the state of affairs, and that some 
believe this to be its purpose is in- 
dicated by practices other than those 
discussed in Part III of this paper. 
A number of companies have de- 
scribed their published balance 
sheets as statements of “financial 
position’”®* and others have drawn 
their balance sheets to show assets 
as what “we own”, liabilities as 
“what we owe” and shareholders’ 





58. e.g., Holeproof Ltd., Commonwealth 
Engineering Co. Ltd., Ballarat Brew- 
ing Co. Ltd., Tooheys Ltd., Rosella 
Preserving and Manufacturing Co. 
Ltd., Buckley and Nunn Ltd., Myer 
Emporium Ltd. 
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funds as what “we are worth’’.™ 
“Financial position” and “we are 
worth” carry strong suggestions of 
value, present value, moreover. 


Vv 
CONCLUSION 


Summarily, contemporary account- 
ing practice and thought have the 
following characteristics. 

Instead of attempting to represent 
affairs dynamically in a dynamic en- 
vironment, the processes generally 
accepted are static, giving static re- 
sults. 

Instead of correcting those pro- 
cesses, attention is diverted and 
directed towards the need for educat- 
ing the public to understand the 
limitations which the processes im- 
pose.*> But no auditor, in the in- 
terest of furthering public education 
and understanding, will depart from 
the stereotyped report which, except 
in stable conditions, asserts two in- 
compatible things. If and when con- 
sideration is given to company law 
amendment, it seems highly desir- 
able that this incompatibility be- 
tween “a true and correct. view of 
the state of affairs” and what is 
shown “by the books of the com- 
pany” should be the subject of close 
examination. A report which un- 
equivocally states one thing is to be 
preferred to the present doubly- 
qualified report. 

Instead of pursuing discussion of 
the investor’s interest to the point of 
precisely defining and examining the 
tests which he adopts, inquiry comes 
to a halt and argument centres about 
the relative merits of the balance 
sheet viewpoint and the profit and 
loss viewpoint. 

Instead of grappling with the 
problem of representing current 
realities, shelter is taken behind con- 





54. eg., G. J. Coles & Co. Ltd., Ampol 
Petroleum Ltd. 


55. Cf., e.g., Greer, loc. cit. 





venient rationalisations and _half- 
truths. 

Excuses, apologetics and sophistry 
are of no use to investors, to credi- 
tors or to managers. They are no 
better than folk-lore; and if prac- 
tice is to be governed by folk-lore 
instead of by observation and reason, 
accounting will not continue to en- 
joy the respect which it has so far 
been accorded. 


* * * ae 


The impression one gains from the 
internal inconsistency of many of 
the arguments upon which the jus- 
tification of conventional accounting 
is made to rest is strongly re 
miniscent of the underlying philo- 
sophy of the rulers of Oceania in 
George Orwell’s Nineteen Eighty- 
Four. The distinctive feature of this 
philosophy is doublethink. ‘“Double- 
think means the power of holding two 
contradictory beliefs in one’s mind 
simultaneously, and accepting both 
of them. . . . The process has to be 
conscious, or it would not be carried 
out with sufficient precision, but it 
also has to be unconscious, or it 
would bring with it a feeling of fal- 
sity and hence of guilt... . To forget 
any fact that has become incon- 
venient, and then, when it becomes 
necessary again, to draw it back 
from oblivion for just so long as it 
is needed, to deny the existence of 
objective reality and all the while 
to take account of the reality which 
one denies—all this in indispensably 
necessary.” The vocabulary of 
Newspeak, the official language of 
Oceania, “was so constructed as to 
give exact and often very subtle ex- 
pression to every meaning that a 
Party member could properly wish 
to express, while excluding all other 
meanings. . . . This was done partly 
by the invention of new words, but 
chiefly by eliminating undesirable 
words and by stripping such words 
as remained of unorthodox mean- 
ings. . . .”56 These sentences de- 


scribe succinctly and pungently many 
of the features of accounting apolo- 
getics. The interest of investors in 
accounting statements is recognised; 
but their interest is pushed aside 
when it appears to require unortho- 
dox accounting. Valuations are in- 
corporated in balance sheets—even in 
orthodox accounting—but the bal- 
ance sheet is said not to be a valua- 
tion statement. “Value”, “true and 
correct”, “cost”, “going concern”, 
“consistency”, are used to give exact 
and sometimes subtle expression to 
ideas which accountants wish to ex- 
press, but they are used with 
very special connotations; they are 
stripped of their commonly accepted 
meanings while, at the same time, 
those commonly accepted meanings 
are depended on to lend an air of 
propriety to the established pro- 
cesses. New terms have even been 
invented to do away with the incon- 
venience of using words with com- 
monly accepted meanings, eg. 
“price-aggregate” for “cost’’.57 The 
theory of the subject cannot be ex- 
pected to progress in such an intel- 
lectual climate; expedience and cus- 
tom must give way to knowledge of 
the determining conditions of finan- 
cial actions and policies. 


* > - * 


It may be the consequence of the 
individual and isolated act of boards 
of directors that the published ac- 
counts of companies are, in respect 
of statements of asset and equity 
values, out of step. But what the 
canons of conventional accounting 
will not sanction those boards have 
been obliged by circumstances to do. 
And, it should be remembered that 
many of the directors concerned are 
themselves professional accountants 
and auditors. Has the initiative in 
the disclosure of realities been taken, 
or is it to be taken, from accoun- 
tants? An observation, again from 
Orwell, on the fate of oligarchies 
seems appropriate to the power and 





56. op. cit., Penguin. pp. 171, 241. 
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57. Paton and Littleton, op. cit., p. 11. 
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influence of accounting and accoun- 
tants. “All past oligarchies have 
fallen from power, either because 
they ossified or because they grew 
soft. Either they ... failed to ad- 
just themselves to changing circum- 
stances, and were overthrown; or 
they .. . made concessions when they 
should have used force, and once 
again were overthrown.’ 


Unless accounting is forever to be 
wedded to doublethink and double- 
talk, its purpose and its principles 
must be continually re-examined and 
its place in the economic fabric of 
contemporary society must be fre- 
quently re-appraised. A dynamic 
accounting, in which consistency, re- 
levance, objectivity and representa- 
tiveness are dominant concepts, may 
be difficult to devise. But, if one 
holds that the service of providing 
relevant information to those inter- 





58. op. eit., p. 171. 


ested in corporate business is a sig- 
nificant purpose of accounting, the 
difficulty must be faced. It should 
not be left to the piecemeal adjust- 
ment which this study has shown to 
be so common. Rather should the 
adjustment be regular, based on 
some official or generally adopted 
measure of the change in value of 
property and other assets through 
time. 

Is this beyond the ingenuity of ac- 
countants? With Mr. George O. May, 
one would hope not: “Some objec- 
tion [to accounting techniques in- 
corporating current values or re- 
placement costs] has been based on 
the supposed difficulty of applying 
them. I have seen too much of the 
ingenuity and resourcefulness of ac- 
countants in solving problems in ad- 
ministration or tax accounting to 
attach weigh to this objection.” 


59. G. O. May, Business Income, The 
Accountant, 30/9/1950. 








STATISTICAL TRAINING 


In an English review of “Statisti- 
cal Sampling for Auditors and Ac- 
countants” (Vance and Neter) in the 
March 1957 issue of The Account- 
ant’s Journal the matter of training 
accountants in statistical method is 
raised. The reviewer questions the 
British reader’s ability to assimilate 
the formulae presented although the 
authors say their book is “Designed 
for the reader with little background 
in statistics’. It appears that the 
subject of statistics is widely taught 
in American universities and colleges 
and that most accountants have, at 
least, an elementary knowledge of 
statistics. It is significant that some 
American public accounting firms 
are showing a preference for college 
students (because of their knowledge 
of statistics) while some are conduct- 
ing formal training programmes in 
statistical method. 

The increasing emphasis on statis- 
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FOR ACCOUNTANTS? 


tical techniques in the accounting 
field raises the question whether any 
revision of the present accountancy 
syllabus is desirable to provide some 
basic training in statistical method. 
This subject is included in most Uni- 
versity Commerce courses. However, 
the small amount of statistical 
method covered in the Society’s 
syllabus is not sufficient to enable 
members entering the profession 
through the Society’s examination to 
cope with some of the statistics now 
appearing in accounting literature. 
A further difficulty is that account- 
ants who have merely passed the 
school intermediate examinations are 
ill-equipped to cope with the mathe- 
matics necessary for a study of 
statistical method. Any attempt 
therefore to meet the problem by 
formal training in statistical method 
would first have to face the problem 
of adequate prerequisites. 
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RECENT LEGAL DECISIONS 


Enforcement of Illegal Contract 


The principle, that if a plaintiff 
has to rely on an illegal transaction 
in order to establish his cause of 
action, he is not entitled to the aid 
of the court to enforce his claim, has 
again been considered by the Court 
of Appeal in Brown, Jenkinson & Co. 
Ltd. v. Percy Dalton (London) Ltd. 
(1957) 2 All E.R. 844. 


P agreed with D for the shipment 
of some concentrated orange juice. 
The barrels containing it were old 
and leaking, which fact was known 
to D, and which fact became known 
to P. Despite this, D stipulated that 
they should have a clean bill of lad- 
ing from P, and at D’s request P is- 
sued such a bill of lading describing 
the goods as in “apparent good order 
and condition”. In return for this, 
D agreed to indemnify P’s principals 
(the shipowners) against all loss 
arising from the issue of this clean 
bill of lading. 


Due to the condition of the barrels, 
a considerable part of their contents 
leaked away, and the ultimate pur- 
chasers made a successful claim on 
the shipowners for the amount of 
the loss. The shipowners then as- 
signed to P their rights under the 
indemnity from D, and it was on 
this indemnity that P sued D. 


By a majority (Lord Evershed, 
M.R. dissenting) the Court of Ap- 
peal held that the action must fail. 
The basis of this view was that the 
promise to indemnify, given by D, 
arose out of a transaction (the issue 
of a clean bill instead of a claused 
bill) having all the elements of the 
tort of deceit; therefore it was given 
for an unlawful consideration, and 
would not be enforced by the Court. 


The issue of the bill contained a 
false representation (it described the 
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goods as being “in apparent good 
order and condition”, when it was 
known that that was not correct) 
and it was made with the intention 
that it should be relied on (because 
a shipowner issuing a clean bill must 
be taken as knowing, for example, 
that banks are often prepared to ad- 
vance money if clean bills of lading 
are forthcoming) and anyone who 
could prove that he suffered damage 
by relying on the representation 
could sue for damages, as all the 
elements of the tort of deceit were 
present. True, P may not have rea- 
lised the significance and implica- 
tions of issuing a clean biil of lading 
in these circumstances, but that did 
not alter the position. 


There was some evidence that the 
practice of giving indemnities on the 
issuing of clean bills of lading was 
not uncommon, but while agreeing 
that there might be circumstances in 
which indemnities could properly be 
given, the majority of the court was 
not disposed to treat this particular 
case on that basis. D’s conduct 
hardly merited the avoidance of lia- 
bility which resulted from the de- 
cision, and for that reason the 
majority were somewhat reluctant 
to find in D’s favour, but the wider 
issue raised in the case compelled 
them to overcome that reluctance. 


Unreasonable Restraint of Trade 


In the well-known case of Herbert 
Morris Ltd. v. Saxelby (1916) 1 A.C. 
688, it was explained that if an 
agreement in restraint of trade is 
to be held valid, two conditions must 
be fulfilled. First, it must be reason- 
able in the interests of the contract- 
ing parties (i.e., it must afford no 
more than adequate protection to 
them), and second, it must be 
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reasonable in the interests of the 
public (i.e, in no way injurious to 
the public). 


It was on the basis of these tests 
that Lloyd-Jacob, J., in Kores Manu- 
facturing Co. Ltd. v. Kolik Manufac- 
turing Co. Ltd. (1957) 3 All E.R. 
158., held an agreement between two 
companies to be void (as being in 
unreasonable restraint of trade). 

The two companies were two of 
about twenty companies in Britain 
engaged in the competitive business 
of manufacturing carbon paper, 
typewriter ribbons, and the like. By 
an exchange of letters they agreed 
that neither company would, without 
the written consent of the other, “at 
any time employ any person who 
during the then past five years shall 
have been a servant of” that other. 


This arrangement was made in 
1934, and it worked quite smoothly 
for some years. But in March, 


1957, an employee of the plaintiff 
company gave three months’ notice, 
and sought employment with the de- 


fendant company. Thereupon the 
plaintiff company invoked the 1934 
agreement to restrain the defendant 
company from employing him, to be 
met by the defence that the agree- 
ment was not enforceable anyway. 


This defence succeeded. The 
period of five years mentioned in the 
agreement was held to be excessive, 
as it applied quite indiscriminately 
to both skilled and unskilled employ- 
ees, and thus it could not be said that 
it satisfied the first condition men- 
tioned above—it went much further 
than was necessary to confer no 
more than adequate protection on 
the parties. This alone would have 
been enough to invalidate it, but the 
restraint was also held bad because 
it did not fulfil the second condition. 
It unduly restricted an employee’s 
freedom of choice of employment 
without constituting a fetter which 
the employers reasonably required 
for their own protection, and was 
thus against the public interest. 
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True, it had been previously applied 
benevolently, and might well con- 
tinue to be so applied, but this fact 
alone was not enough to remove the 
evil of possible tyranny. In the re- 
sult, therefore, the plaintiff’s claim 
to enforce the agreement failed. 


Limitation of Liquidator’s Powers 


In re Hibernian Merchants Ltd. 
(1957) 3 All E.R. 97, Roxburgh, J., 
was faced with an unusual request 
in connection with a petition for the 
winding-up, under the Companies 
Act 1948 (Eng.), of an unregistered 
company. 


The company was incorporated in, 
and pursuant to the Companies Acts 
of, the Republic of Ireland. It had 
also registered as a foreign company 
within Great Britain. It was insol- 
vent, and was already in voluntary 
liquidation in the Republic of Ire- 
land, and some creditors in that 
country were pressing to have it 
wound-up compulsorily there. A 
judgment creditor in England, too, 
sought to have it wound-up compul- 
sorily in Great Britain as an unregis- 
tered company as defined in 8.398 of 
the Companies Act (Eng.). 


The petitioner—and this was the 
point at issue—asked that the wind- 
ing-up order should include the 
words “that the liquidator shall not 
act in pursuance of the order except 
for the purpose of getting in the 
English assets and settling a list of 
English creditors without applying 
to the Court for directions.” Pre- 
sumably the purpose of this was to 
ensure that the English winding-up 
would be merely ancillary to that in 
Ireland, and also that there would be 
no risk of conflict between the two 
courts. 


But having regard to the words in 
S.339(i) of the Companies Act 
(which are also to be found in the 
corresponding provisions of the 
Companies Acts in Australia), Rox- 
burgh, J., declined to insert these 
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words. It was, he thought, undesir- 
able to fetter the discretion of the 
official liquidator as the court had 
little knowledge of the circum- 
stances, and, in any event, the liqui- 
dator could always apply to the 
court if it appeared desirable to do 
so. At the same time, he also pointed 
out that in an appropriate case it 
would not be ultra vires for the court 
to insert in a winding-up order a 
limitation reserving specially to the 
court matters in respect of which the 
liquidator was legally entitled to ap- 
ply to the court. 


Foreign Company Dissolved Abroad 


One way and another, Russian 
banks dissolved under Soviet-Russian 
law have figured fairly prominently 
in the English Law Reports of re- 
cent years. Another instance is to 
be found in Re Banque des Mar- 
chands de Moscow (Koupetschesky), 
reported (1957) 3 All E.R. 182. 


Having been incorporated in 1866 
under Russian law as a company 
limited by shares, the bank carried 
on banking business until, or per- 
haps after, the Russian revolution. 
But sometime before May 30, 1932, 
the bank was dissolved under Rus- 
sian law, and on that date an Eng- 
lish Court made an order for its 
compulsory winding-up as an un- 
registered company which had been 
dissolved. (This was done pursuant 
to S.338 of the Companies Act 1929 
(Eng.), which has its counterpart in 
Australian  legislation—see, e.g., 
Companies Act 1938 (Vic.) 8.338). 
The order was made “without pre- 
judice to the claim of the Crown to 
any of the assets of the said com- 
pany which may have become bona 
vacantia’’. 


The English liquidator later found 
himself with surplus assets of some 
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£50,000, after satisfying all liabili- 
ties and the costs and expenses of 
the liquidation, and he sought direc- 
tions as to who was entitled to this 
surplus. 


There were three possibilities, 
First, the sum might have belonged 
to the Soviet Union, as having been 
confiscated by Soviet legislation. 
Second, it might go to the Crown as 
bona vacantia, (on the basis that the 
bank had been dissolved) pursuant 
to 8.296 of the 1929 Companies Act. 
Third, it might belong to the late 
shareholders. 


As to the first, the Court accepted 
the evidence of an expert in Russian 
law (Russian law being in an Eng- 
lish Court a question of fact) that 
under Russian law the bank’s assets, 
so far as not effectively confiscated 
by the Soviet legislation, were con- 
verted into the common ownership of 
its late shareholders, thereby limit- 
ing the possible beneficiaries to the 
Crown on the one hand, or the con- 
tributories on the other. 


As to the claim of the Crown, Rox- 
burgh, J., after viewing the authori- 
ties, held that an order for wind- 
ing-up a dissolved foreign corpora- 
tion defeated the title of the Crown 
to assets as bona vacantia, not only 
so far as is necessary to pay former 
creditors, but also in favour of con- 
tributories. Hence, he ordered that 
at this stage, at all events, the sur- 
plus assets not affected by Soviet 
legislation did not pass to the Crown 
as bona vacantia, but belonged to 
the former shareholders. They were 
entitled, on proving their title to 
share in the surplus, to participate 
to an extent bearing the same pro 
portion to the assets as their shares 
had to the total issued capital of the 
bank at the date of its dissolution. 
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SHARE YOUR IDEA 


Stock as a Balance-Day Adjustment 


Mr. C. R. Airey, A.A.S.A., a lec- 
turer on the staff of the School of 
Accountancy of the N.S.W. Univer- 
sity of Technology asks and answers 
some pertinent questions in regard 
to stock as a balance-day adjustment 
in the following contribution to the 
“Share Your Idea” department. 


Why has the practice of showing 
opening and closing stock in the 
trading account persisted so long? 


It is true that a “Cost of Goods 
Sold” account is no novelty; never- 
theless the traditional method is still 
almost universally taught and prac- 
tised. 


Students are confused by a stock 
account which, right up to the last 
day of the year, still shows stock as 
it was on the first day. Closing stock 
is not a part of the trial balance, but 
only a footnote to it; however, when 
a “final” trial balance is taken, the 
amount representing stock then 
changes to the current figure. Again, 
when we buy plant or land, the 
amount involved is debited to a 
plant or land account; yet when we 
buy stock, the amount is debited not 
to stock—although such an account 
exists—but to purchases. 


To attain a full comprehension of 
this procedure is more difficult and 
takes more time than many, to whom 
it has long become second nature, 
may realise. As a teacher, I have 
encountered some surprising lapses 
of understanding on this point in 
quite advanced students. 


Much of the time spent is 
unnecessary, for the usual treatment 
of stock is, in the light of modern 
thought on accounting, clearly 
anomalous, as I hope now to show. 


Consider prepayments. If on 
balance day we estimate that, of the 
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insurance premiums already paid, 
£50 represents the cost of protection 
still to be enjoyed, then we debit 
prepayments account and credit 
insurance account. On the following 
day we reverse this entry.” The 
result is that we reduce the expenses 
to be charged against the revenue 
of the current year and burden that 
of the coming year, when the unex- 
pired protection will be enjoyed, and 
thus achieve a more accurate 
“matching” of costs against revenue. 


In effect, we do the same thing 
in respect of stock. But we do it in 
an obscure way, by debiting the 
trading account with opening stock 
and crediting it with closing stock. 
Or, using the “statement” form, we 
do a little addition and subtraction 
sum on the debit side. Such distract- 
ing calculations are never shown for 
other prepaid or accrued expenses. 
Why not bring the treatment of stock 
into line—for what is stock, but 
another prepaid expense? 


Let us, at the end of the year, 
credit purchases account and debit 
stock account with that part of the 
total expenditure on purchases which 
is still unexpired—in other words, 
the cost of stock on hand. Let us, on 
the following day, “write back” the 
amount to the debit of purchases, 
thus closing the stock account 
immediately instead of waiting a 
whole year to do it. 


The advantages would be at least 
two. Firstly the amount debited to 
trading account would (subject to 
later remarks) represent the cost of 
goods sold without further adjust- 





(1) The same effect is achieved more 
easily by simply “bringing down” the 
amount and treating the debit balance as 
an asset for balance sheet purposes. 
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ment, and thus the trading account What are the disadvantages? None 
would be simplified, or might even be _ that I can see, as far as the principle 
dispensed with. Secondly, during the is concerned. But hitherto I have 
year there would be no balance in’ deliberately ignored certain con- 
the ledger labelled “Stock”, which siderations which make it advisable 
would be better than a false one. not to make a transfer directly from 
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purchases to trading account, but to 
interpose a cost of goods sold 
account. 

Such an account would be useful 
for two reasons. The first is obvious 
and elementary. Invoiced cost, which 
is normally debited to purchases 
account, does not always represent 
the full cost of goods. There may 
also be items like carriage inward 
and duty. All such, and purchase 
cost itself, after being accumulated 
in their respective accounts, could 
be transferred to cost of goods sold, 
and it would be in this account that 
the adjustments in respect of stock 
on hand, as advocated above, could 
be made prior to transferring the 
balance to the trading account. 

The second reason for using a 
cost of goods sold account is that it 
would lend itself to further adjust- 
ments of a fundamental nature 
which are often, indeed almost 


always, ignored in the conventional 
trading account. 

The fact is that the amount labelled 
cost of goods sold (i.e. opening stock 


plus purchases less closing stock) is 
frequently no such thing. It includes 
cost of goods lost, cost of goods 
stolen, cost of goods given away, 
losses due to damage or deterior- 
ation, amounts written off in pur- 
suance of “lower of cost or market”, 
and so on. 

If we used a cost of goods sold 
account, whose title was intended 
to mean just what it said, we should 
enter as credits the actual or esti- 
mated amounts of such losses® with 
corresponding debits to profit and 
loss account, thus not only rectifying 
cost of goods sold but also achieving 
full disclosure, at any rate to 
management. 





(2) It may be objected that such losses 
may occur without our knowledge. Then, 
of course, adjustments for them would 
not be made, and the true cost of goods 
sold would not be ascertained. However, 
in this case we would be no worse off than 
if we used the conventional method, which 
“buries” losses of this type in the trading 
account, whether they are known or not. 
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The final credit would be for 
closing stock, which would be dealt 
with as a balance-day adjustment, as 
described above. 


A simple example may help to 
illustrate the foregoing argument. 
Suppose sales are £50,000, purchases 
£35,000, carriage inward £400, open- 
ing stock £4,000, closing stock (at 
cost) £5,000, selling, administrative 
and financial expenses £12,000. 
Goods costing £200 have been stolen, 
and goods costing £100 have been 
damaged to worthlessness. Stock on 
hand is to be valued at aaa 
cost, which is £4,500. 





(3) I am expressing no opinion as to the 
propriety of this. 


—— XA — 


S.A. Accounting Lectureship 
Vacancy 


A suitable applicant is being sought by 
the South Australian School of Mines and 
Industries for the position of lecturer in 
accountancy. The post carries a salary in 
the £1,200-1,750 range and could be filled 
by a solicitor having a knowledge of ac- 
countancy, or an accountant with a know- 
ledge of the legal subjects required. An 
applicant holding the appropriate Univer- 
sity degree will be given preference. Ap- 
plications should be addressed the Princi- 
pal, S.A. School of Mines and Industries, 

orth Terrace, Adelaide. 





RETAIL CENSUS 


The Commonwealth Statistician reports 
that collection of Census forms is now 
almost complete. The results will provide 
valuable information for many business 
organisations which are concerned with 
outlets for their products, but early publi- 
cation of the information will depend upon 
the time taken to finalize the Census. 

Delay in completing the last few returns 
could seriously hold up publication of the 
overall results. The Commonwealth Statis- 
tician therefore appeals to accountants 
who may still have returns on hand, to 
forward them not later than December 10, 
1957. 








DECIMAL COINAGE FOR AUSTRALIA 
PRO AND CON 


Since discussion of this subject 
was begun in the June, 1957, issue 
of “The Australian Accountant”, 
many readers have availed them- 
selves of the invitation to contribute 
their views on the merits or other- 
wise of a change-over to decimal 
coinage in this country. 


The editor records here his appre- 
ciation and thanks to all those who 
have contributed to the discussion. 
The response has been most gratify- 
ing and it it indicative of members’ 
interest in the decimal coinage ques- 
tion. 

Most of our correspondents, while 
favouring the adoption of decimal 
coinage, have been chiefly concerned 
with how best the change-over may 
be effected, and inevitably several 
virtually identical methods have 
been advocated. 

To gain inclusion in future issues, 
therefore, it is desirable that letters 
from readers should propound some 
new aspects on the subject. 


The Editor, 
Sir, 

The advantage of the introduction 
of a decimal coinage system in Aus- 
tralia is the simplification of mone- 
tary calculations and additions. The 
change will be worthwhile if this 
advantage outweighs the disadvant- 
age of the cost of implementation. 

I suggest the following scale: 





Present 
System 


Unit Name Unit 


$2 Two Dollars = £1 
One Dollar = 10/- 

cents One Florin = 2/- 
cents One Shilling 
cents One Zac 

4 cents One Tray bit 
cent 
cent 


Decimal System 





This scale does not involve altera- 
tion of present names or the intro- 
duction of new ones with the excep- 
tion of “dollar” and “cent” which 
are familiar, both in name and value. 
I think this familiarity with the 
names of the coins essential. 

The Australian pound may exist 
side by side with the Australian 
dollar under the new system, as may 
the ten shilling note. Upon introduc- 
tion no coins need be withdrawn 
from circulation and cents and half 
cents only need be disseminated. 

The Australian dollar would thus 
achieve rough equality with the 
United States dollar at the present 
rate of exchange; the Australian cent 
is close in value to the Australian 
penny. Thus for many of us who are 
accustomed to think of the USS. 
dollar as “the dollar’, and of the 
U.S. cent as the U.S. “penny” the 
new terms are not revolutionary. 

The effect of gradually replacing 
pennies with cents would be less 
inflationary than some correspond- 
ents imply. We cannot (with 
certainty) speak as if the value of 
the Australian currency was not 
going to depreciate over the next 
five to ten years. Thus five years 
hence the price of a fourpenny 
postage stamp could justifiably be 
fixed at three and a half cents. 

Implementation will require new 
stationery and machinery. Suitable 
stationery presents no problem. New 
machinery, by which is meant 
accounting, listing and calculating 
machines, requires a large amount of 
outlay. The average life of existing 
machines determines the time which 
must be allowed for transition before 
which the cost becomes unwarranted. 
This time could be up to ten years. 
In any case, it should be sufficient to 
allow the machine houses to adjust 
their situation to the change. 
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The scheme would have to be 
introduced by Act of Parliament. 

The Act should provide, inter alia, 
for the adjustment of prices to the 
nearest threepence, and in incre- 
ments of threepence as soon as pos- 
sible. Exceptions to this rate of 
increment would be some foods, 
postages, slot telephones, in short, in 
all cases where adjustment would 
involve hardship and inequities. Over 
a period of time, however, these 
could be brought into line. Pennies 
and half-pennies should be totally 
withdrawn after ten years. 

Wages awards are usually now in 
increments of three pence at least, 
so no reprinting or alteration would 
be required here in the short run. 
Share capital could still be stated in 
pounds, and the restatement done 
over the ten years’ period. 

The following two examples clarify 
the practical operation of the scheme. 
A firm replaces its accounting 
machines, with decimal machines, 
and re-states its prices in terms of 
dollars and cents, with increments of 
two and a half cents. All payments 
to the firm must then be either in 
decimal currency, etc., or be capable 
of being exchanged for an exact 
amount of decimal currency, where 
pennies are used. All payments by 
the firm are taken to the nearest two 
and a half cents (or bit or three- 
pence). Thus the firm sells a com- 
modity for 25/3d. This is recorded 
as 2.525 dollars. 

The second example assumes that 
a firm retains its old machines, and 
states its prices in increments of 
threepence, and payments by the firm 
are taken to the nearest threepence. 
The above transaction would be 
recorded as £1/5/3d., but if payment 
is now received in dollars and cents, 
etc., 2 dollars 5 shillings and 1 bit is 
still capable of being recorded on the 
old machines. Thus the two systems 
are dovetailed together. 


S.N. LAMBERT, B. Com., A.A.S.A., 
Emmanuel College, St. Lucia, 
Brisbane. 
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The Editor, 
Sir, 


I have read with interest the 
various articles published on decimal 
coinage. In my opinion, to reduce 
confusion, inflationary effects and 
the possibility of profits and losses 
being made on conversion, it will be 
necessary to retain the £ unit. The 
conversion table submitted by A. V. 
Mellefont would be the most practic- 
able— 





New Currency 
in Decimals 


Present 
Currency 


£1 1.00 One pound or 
100 cents. 

One half pound 
or 50 cents. 
One quarter or 
25 cents. 

One florin or 10 
cents. 

One shilling or 
5 cents. 

Two cents. 

One cent. 

Half cent. 


Suggested terms 





10/- -50 
5/- 25 
2/- 10 
1/- 05 
4.8d. 02 


2.4d. 01 
1.2d. -005 





As suggested, the half-cent would 
be discarded in records the same as 
at present with the half-penny. 


The complete withdrawal of the 
present currency below the shilling 
and its substitution with cents would 
follow. Prices in the _ transition 
period would have to be shown at 
both values in order to educate the 
public as much as to help them in the 
change-over. 


Complete alteration of all monetary 
records as at June 30 could be made, 
as it is only the pence coins that have 
to be replaced. All surplus pence 
coins before this date could be with- 
drawn and the banks given cents in 
replacement. These would then be 
issued commencing on June 30 and all 
pence coins as received withdrawn. 
A time limit of two months could be 
allowed for the change-over. 

The major difficulty of the change 
is the cost and time that would be 
necessary to convert cash registers 
and other monetary equipment and 
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machines for decimal usage. Until 
the decimal currency conversion rate 
and the time allowed for conversion 
of the machines was announced, it 
is impossible to even attempt to 
estimate the final cost of the conver- 
sion. The final cost would possibly 
range in the millions, so this cost 
must be compared with the final 
result to be gained from the change- 
over. 

With the steady tendency of 
“creeping” inflation and its conse- 
quent withdrawal of the lowest 
denomination of value, the present 
penny would eventually follow the 
half-penny. The change-over to deci- 
mal currency would hasten this 


withdrawal. 
M. N. SCOTT, 
Asquith, Queensland. 


The Editor, 
Sir, 


I have read with interest the 
various letters published in your 
journal suggesting ways and means 
by which the present Australian cur- 
rency may be converted into a deci- 
mal system and would like to make 
further suggestions. 


I would suggest that 100 cents (c) 
be declared as equal to 1 “Austral” 
(A) (To “coin” an excellent name sug- 
gested by W. J. McFarland). On this 
basis the following table would be a 
comparison of the present currency 
and the suggested decimal currency. 





New 

Decimal]} Notes Deci- 
Currency & mal of 
Coins £A 
Notes 
240d = 100c|} Austral 1.00 
120d = 650c|\4 Austral .50 

Coins 

24d 10c}} 25c 

12d 10c 

6d 23c}| 5c 

38d 


le 
1d dc 


id = I] de 


Present 
Currency 
Notes 


£1 
10/- 
Coins 


Huw ue 
1 | 











Therefore £1 could be exchanged 
for Al, 10/- for A.50, 5/- for 25c., 
3d. for 1}c. and so on. 


Records of Account 


It will be seen, from our table, that 
the conversion of L.S.D. into decimals 
will be the same under both curren- 
cies, for £125/10/3, converted to deci- 
mals of £1 is £125.5125 and to deci- 
mals of 1 Austral is A125.5125. 
Therefore, on the date of the change- 
over, all accounts should be closed 
and the balances brought forward as 
a decimal of Al. The change-over on 
machine accounts would present the 
biggest problem. 


The Issue of New Currency in 
Exchange for the Old 


On the date of the change-over, 
new currency, in the suggested de 
nominations, should be ready for 
issue. As the old currency is received 
by the banks, it should be retained 
and the new currency issued in 
exchange. It will be seen that this 
will present little trouble except in 
the case of the copper penny and 
half-penny. According to our table, 
these cannot be converted to an exact 
equivalent of our suggested decimal 
currency. Therefore, to avoid con- 
fusion, these two coins should be 
forthwith declared illegal tender for 
general trade, but would be honoured 
by the banks. The public receiving in 
exchange for them another equiva- 
lent, (eg. for each three pennies 
and/or each six halfpence, 1}c.). 


Commodity prices would need to be 
adjusted to the nearest 3d., 6d., and 
9d. and then converted to Austral. 

Once the new currency is well 
under way, the 4 and } cent pieces 
could be retired and commodity and 
accounting records adjusted to the 
nearest 2nd decimal place. 

A time limit should also be set for 
the surrender of the old currency. , 

ROY H. KUHL, 


Barraba, N.S.W. 
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NEWS AND NOTES 


Australian Society of 
Accountants 


VICTORIA 


Monthly Luncheon 

The speaker at the October luncheon 
was Mr. A. T. C. Woodfull, secretary of 
the Royal Agricultural Society. In his 
topical address, Mr. Woodfull traced the 
development of the Royal Show from its 
origin as a ploughing competition held at 
Moonee Ponds in 1847 to its present status 
as an exhibition of Victoria’s primary and 
secondary production, covering some 23,000 
entries. 
Family Circle 

Mr. Meyer Kangan gave an illustrated 
talk at the October meeting of this group 
on the subject of “Job Assessment in the 
Office’. Mr. Kangan spoke from actual 
case histories and a wide personal experi- 
ence of the subject. 


Bowls Evening 

The annual bowls evening will be held 
at the Brighton Bowling Club on Thursday, 
December 5. Members wishing to take 
part are requested to advise the State 
Registrar as early as possible and, to help 
in organising the teams, to let him have 
some information about their capabilities 
as players, such as pennant grade, if any. 


NEW SOUTH WALES 


In conjunction with the Australasian In- 
stitute of Cost Accountants, the N.S.W. 
Division of the A.S.A. conducted a series 
of lectures during October under the gen- 
eral title of “Techniques for Modern Man- 
agement, Budgeting Operations, Research 
and Reporting”. Subjects discussed and 
the speakers responsible were “Planning 
the Profit”, F Richmond, F.C.A.A., 
AAS.A.; “Functional Budgeting”, W. F. 
Middleton, A.C.A.A., A.A.S.A.; “Operations 
Research”, R. A. Bull, A.A.I.M.; “Control 
Through Statistics and Reporting”, W. D. 
Seott, F.C.A.A., F.A.S.A. 

Enthusiastic audiences of more than 200 
attended the lectures. 


Personal 

Mr. R. M. Hadley, F.A.S.A., of Sydney 
has been appointed manager for Australia 
of the new Electronics Division of the 
National Cash Register Company Pty. Ltd. 
Frank Horley & Co. advise that the prac- 
tice formerly conducted at 195 Elizabeth 
Street, Sydney, is now being conducted 
at Bulls Chambers, 28 Martin Place, Syd- 
hey, telephone BW 1425. 
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Mr. J. H. Brennan, A.A.S.A., A.C.A.A., 
of Sydney has been appointed technical 
expert for the United Nations Technical 
Assistance Administration, Government of 
Thailand, at Bangkok. He will take up his 
duties there during November. 


SOUTH AUSTRALIA 


The President of the S.A. Division, Mr. 
C. L. Hargrave, accompanied by Mr. O. H. 
Paton, President of the General Council of 
the A.S.A. and members of the South Aus- 
tralian Divisional Council visited Berri on 
October 5, for the successful inauguration 
of the Upper Murray branch. Approxi- 
mately 35 members from surrounding River 
towns were present. Mr. Paton spoke on 
the splendid development of the Society 
and the manner in which its activities had 
been extended since its formation in 1953. 

Mr. R. J. Humby, F.A.S.A., gave an 
interesting address to members on “The 
Case for the Abolition of the Endorsement 
of Crossed Cheques”, and at the conclusion 
of the meeting members gathered for sup- 
per and informal discussion. 


October Lecture 

On October 17, Mr. R. G. Lathey, head 
of the Department of Management Studies 
at the South Australian School of Mines 
and Industries, gave an address to members 
at the South Australian Railways Institute. 

Before appointment to his present posi- 
tion, Mr. Lathey had had considerable 
industrial and commercial experience both 
in Great Britain and Australia. He gave 
an excellent address on “Facts, Figures, and 
Human Beings”. 


WESTERN AUSTRALIA 


Personal 

The President of the A.S.A. Western 
Australian Division, Mr. J. M. Groom, 
F.A.S.A., has been elected chairman of the 
Justices’ Association of Western Australia. 

At the annual general meeting of the 
Taxpayers’ Association of W.A. the fol- 
lowing A.S.A. members were amongst coun- 
cillors re-elected: Mr. N. R. C. Adkins, 
A.A.S.A., Mr. L. Beasley, F.A.S.A., Mr. 
C. P. Bird, A.A.S.A., Mr. J. M. Groom, 
F.A.S.A., Mr. R. C. Grove, A.A.S.A., Mr. 

F.A.S.A., Mr. R. A. Long, 

J ' . W. N. Morrison, F.A.S.A., 
Mr. R. L. Ross, A.A.S.A., Mr. E. J. Saw, 
F.A.S.A., Mr. A. G. Traine, A.A.S.A. 

The Royal Perth Hospital Journal in- 
cludes the following members in its “Who’s 
Who at the Hospitals”. Royal Hospital 
finance officer, Mr. F. R. Leppard, F.A.S.A.; 
Princess Margaret Hospital, manager, J. D. 
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Clarkson, A.A.S.A., and accountant, G. A. 
Knuckey, A.A.S.A. (Prov.); Fremantle Hos- 
pital, administrator, J. M. Scrymgeour, 
A.A.S.A., and accountant, A. F. T. Thom- 
son, A.A.S.A.; King Edward Memorial 
Hospital, administrator, R. L. Hutchinson, 
A.A.S.A., and accountant, J. Cairnie, 
A.A.S.A. 


QUEENSLAND 


Education Committee 

Members of the Queensland Division of 
the Australian Society of Accountants and 
the Australasian Institute of Cost Account- 
ants gathered for a joint meeting on Octo- 
ber 10, in the Oddfellows’ Hall, Brisbane. 
Mr. Offner, State President of the Cost 
Institute, presided. 

The speaker was Mr. G. H. Peterson, 
director of operations, W. D. Scott & Co. 
Pty. Ltd., management consultants. He 
was entertained at dinner prior to the 
meeting by Mr. R. F. Butt, State President 
of the Queensland Division of the Aus- 
tralian Society of Accountants. 


Mr. Peterson, a former lecturer in cost 
accounting and budgetary control with the 
Faculty of Economics, Sydney University, 
who recently returned from an overseas 
trip where he specifically examined the 
application of electronic equipment to office 
accounting procedures, discussed the bene- 
fits being derived from such equipment by 
overseas companies. 

In addition, he discussed some pitfalls 
which have been encountered and which 
analysis now indicates may have been 
avoided. Members were interested to hear 
of Mr. Peterson’s experiences in the elec- 
tronics field, as this subject is one being 
currently discussed throughout the account- 
ancy profession. A vote of thanks to the 
speaker was proposed by Mr. Butt. 


Members’ Luncheon 


At an enjoyable luncheon held on Sep- 
tember 19, Mr. Kenneth A. Smith, shipyard 
manager, Evans, Deakin & Co. Ltd., traced 
the history of ship building in Queensland 
and gave members some interesting facts 
and figures regarding the ships recently 
constructed by his company. 


Mr. Smith is a member of the Institute 
of Marine Engineers, London, and is di- 
rectly responsible for the construction of 
ships at the Kangaroo Point Shipyards. 

The Queensland State President, Mr. R. 
F. Butt, who was in the chair, welcomed 
as a guest of the Society Mr. T. A. Stod- 
dart, assistant manager of the Adelaide 
Steamship Co. A vote of thanks to the 
speaker was proposed by Mr. R. A. McInnes. 
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Australian Accountants 
Students’ Society 


VICTORIA 


The Victorian Division of the Students’ 
Society has been fortunate in recent months 
to have had some outstanding lecturers 
address members. 

On August 5, Mr. K. Cross, A.A.S.A,, 
A.C.A.A., of Offner, Hadley and Company, 
addressed a meeting of 46 students on the 
subject of “Cost Accounting as an Aid to 
Management”. 

On September 9, Mr. N. T. Drohan, 
B.Com., Dip.Ed., substituted for Mr. K, C, 
McKenna in lecturing to members of the 
Society on “National Economy—lIncome 
and Expenditure”. 

Mr. D. Dobbie, A.A.S.A., A.M.T.C., ad- 
dressed 46 students on September 30 on 
“Taxation of Private Companies”. 

On October 4, 11 and 14, Mr. G. §. 
Watson, B.Com., A.A.S.A., addressed mem- 
bers of the Society in a series of lectures 
on “Holding Companies and Consolidated 
Statements”. 

Mr. G. R. Thompson, A.A.S.A., on Octo- 
ber 15 and 18 addressed members of the 
Society on “Company Law—Law of Con- 
tracts and Negotiable Instruments”. 

The Council of the Students’ Society de- 
sires to record its thanks to the above 
speakers who gave so readily of their 
time and experience in addressing students, 
All the lectures were noteworthy for the 
increased attendances and those present 
could not but gain valuable assistance from 
- subject matter so ably presented to 
them. 


November/December Meetings 

On November 11, a visit was made to 
the offices of Burroughs Limited for a 
demonstration of mechanised accounting 
machines. 

A visit has also been arranged for 
November 21 to the Altona Refinery of 
the Vacuum Oil Company Pty. Ltd. 

On November 29, discussion of model 
answers to the October, 1957, examinations 
in Accounts Stage I and Company Accounts 
Stage II, will be held. Similarly on Decem- 
ber 6 a discussion will take place on model 
answers to the October, 1957, examinations 
in Advanced Accounts A and B Stage III. 
These discussions will be led by Mr. A. E. 
Speck, B.Com., F.A.S.A., F.C.LS. 


Examiners’ Reports 

Copies of examiners’ reports covering, in 
general terms, the April-May, 1957, exam- 
inations are still available and may 
obtained by candidates on application to 
the Society’s office. 
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NEW SOUTH WALES 


On September 26, members of the N.S.W. 
Students’ Society heard an interesting lec- 
ture by Mr. W. L. Burke, B.A., B.Ec., 
F.A.S.A., entitled “Management Accounting 
—Accounting for Standard Costs”. The 
lecture was delivered in two parts: (a) 
Résumé of theory; (b) A review of recent 
examination questions. 


QUEENSLAND 


An activity which proved most popular 
was held on September 18, when students 
were given the opportunity to attend a 
demonstration of punch card accounting 
at the C.O.D. Cannery at Northgate. 


Mr. R. W. Smalley, chairman of the 
students’ committee, was particularly ap- 
preciative of the excellent way in which 
the students were looked after by the 
staff of the company, particularly Messrs. 
L. Rosbrook, L. Harding-Smith and J. 
Johnstone, who handled the demonstration. 


At the usual monthly meeting of the 
Students’ Society, held in the Oddfellows’ 
Hall, Brisbane, on September 26, the 
examiners’ reports covering papers sub- 
mitted by candidates at the May, 1957, 
examinations were reviewed. 


Messrs. R. W. Smalley, G. F. Robbins 
and Z. De Nooy formed a panel to answer 
questions by students on each report on 
the work in each question. Coming, as it 
did, just before the October examinations, 
it was felt that these discussions would 
prove of great benefit not only to those 
candidates who were unsuccessful in May, 
but also as a guide to those who will be 
taking new subjects in October. 


— Yo — 


Australasian Institute of 
Cost Accountants 


WESTERN AUSTRALIA 


“Punch Card Accounting—Its Use in 
Small Businesses” was the subject of a 
talk given by Mr. S. Barnes at the meet- 
Ing of the W.A. Division of the Cost In- 
Sstitute’s research and study group held 
on September 18 at the C.O.R. theatrette. 


The address was illustrated by an ex- 
cellent case-study film. In the discussion 
which followed emphasis was placed on the 
value to the small concern of the “pur- 
chased services” from these bureaux, which 
will sort cards for a monthly charge. 
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QUEENSLAND 


Lunch-Hour Discussion Group 

Members met for their usual monthly 
luncheon on September 23, at McDonald’s 
Restaurant, Brisbane, to discuss “The 
problem of small orders in both large and 
small manufacturing concerns”, 

Mr. N. F. Morris, F.C.A.A., secretary 
of Lewis Berger & Sons (Q.) Pty. Ltd., 
led the discussion, which was divided into 
four main aspects—1. The cost accountant’s 
part in determining sales policy; 2. Special 
costing procedures in a large firm; 3. Cost- 
ing procedure in a small firm; 4. How far 
can small orders be extended, (a) to large 
firms, (b) to small firms. At the conclusion 
of the discussion, a vote of thanks was 
tendered to Mr. Morris. 


NEW SOUTH WALES 


Christmas Function 

The annual Christmas function of the 
New South Wales Division of the Aus- 
tralasian Institute of Cost Accountants will 
be held in the Trocadero on December 16. 
Members are looking forward to an ex- 
cellent night’s entertainment as this func- 
tion is always the highlight of the year’s 
activities. Make sure to keep this date 
free. Details of booking arrangements will 
be circulated shortly. 


VICTORIA 


Factory Visit 

A party of members visited the Asbestos 
Cement Works at Brooklyn of James 
Hardie & Co. Pty. Ltd., on October 16, 
As well as inspecting the production facili- 
ties, an outline was given of the company’s 
cost accounting records. 


— Y — 


Vacation Employment for University 
Students 


The Appointments Boards of the Uni- 
versities in each State are again making 
arrangements for the temporary employ- 
ment of undergraduates during the long 
vacation, which extends from early in De- 
i 1957, until the middle of March, 

Students in the technical faculties, such 
as Engineering (first and second year 
students only) and in Science, would like 
to be placed in workshops, laboratories, 
etc., whilst a number in the non-technical 
faculties, such as Arts and Economics, are 
interested in employment as clerks, sales- 
men, storemen, process workers. 

Should you be able to employ students 
during the vacation, please get into touch 
with the Secretary of the Appointments 
Board of the University of your State. 
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REGISTER OF MEMBERS 


Listing the names of members of 
the Australian Society of Account- 
ants and of members of the Austral- 
asian Institute of Cost Accountants 
who have been advanced recently in 
status with the names of new 
members and those whose names for 
various reasons have been removed 
from the registers. 


Australian Society of 
Accountants 
VICTORIA 


Provisional Associate: J. S. Benson. 


Associates: C. A. Cameron, J. R. How- 
ship, P. G. Hutchins, L. F. Keogh, J. K. 
Land, D. N. McKenzie, K. J. Robson, 
R. K. Saunders, D. F. Shaw, J. C. Thomas, 
L. W. Thompson. 

Advanced to Associate: R. L. Atkins, 
J. S. Kirkland, L. J. Martyn, K. V. Scholes. 


NEW SOUTH WALES 


Provisional Associates: W. D. McCulloch, 
E. P. Chia, K. D. Forrester, R. T. Lee, 
K. Wallwork. 

Associates: R. R. Addison, J. Beckett, 
R. W. Bullman, L. A. Canty, R. N. Ensman, 
W. J. Flynn, D. C. Hawes, J. N. Litten, 
A. Miller, C. T. Monoghan, F. M. Murphy, 
J. N. McLean, J. W. Norfor, I. T. Perkins, 
W. J. Pont, G. D. Richards, R. S. Walsh, 
W. V. Winters. 

Advanced to Associate: K. F. Kelly, 
W. H. King, J. W. McClue, P. H. Schubert, 
G. B. Weakley, G. C. West (Miss). 


Advanced to Fellow: S. T. Jacques, G. D. 
Moore, R. Schrotter. 


Removals from Register: 
Adam, S. T. Crawford. 


Resignations: J. McLean, W. L. Sandeis. 


(deceased) J. 


QUEENSLAND 


Associates: R. B. Baldwin, A. C. Blom- 
field, B. W. Catchlove, R. C. Dungavell, W. 
J. Graham, G. A. Hill, J. Howard, J. D. 
Millar, G. S. Mills, P. J. Neylan, J. G. 
Owen, R. J. Stephenson, N. W. Stitt. 

Removals from Register: (deceased) G. 
Durrant. 


Resignations: C. G. Boto. 
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SOUTH AUSTRALIA 
Advanced to Associate: S. P. J. Fogarty. 


WESTERN AUSTRALIA 

Associates: D. H. Cain, W. J. G. Grimb- 
ley, F. G. Heppingstone, B. S. Hughes, V. 
J. Logan, V. J. Magnus, T. W. Mills, R. E. 
Shaw, S. G. W. Taylor. 

Advanced to Associate: L. E. Gee, L. 
V. Latham, R. D. Stewart. 

Advanced to Fellow: A. W. Ferguson, 
L. R. Goodridge, W. Harwood, F. G. Stone. 

Removals from Register: (deceased) R. 
Gladstone. 


TASMANIA 


Provisional Associate: G. S. Knight. 
Associates: B. N. James. 
Advanced to Fellow: E. L. Garrott. 


OVERSEAS 
Provisional Associate: J. A. Coghill. 
Associates: B. J. Tan. 
Advanced to Associate: D. Crombie. 


— — 


Australian Institute of 
Cost Accountants 


VICTORIA 


Provisional Associates: C. G. Khong, J. 
L. C. S. Lee, W. N. A. Swan, 

Associates: G. A. Binkowski, F. T. 
Docking, J. B. Findlay, A. McG. Finch, 
B. W. Kennedy, W. Moore, E. C. McArdle, 
K. R. Rich, G. T. Webb. 

Advanced to Fellow: A. Hooton, K. A. 
Middleton. 

Resignations: W. .. a 
Mardling. 


NEW SOUTH WALES 
Provisional Associates: C. E. Murphy, 
W. A. Pursche. 
Associates: E. R. Burton, K. P. MclIner- 
ney, D. E. McKinnon, T. E. Pfanner. 
Advanced to Associate: D. J. Hill. 


H. Sotheran, 


SOUTH AUSTRALIA 

Provisional Associates: B. J. Anderson, 
J. H. Benson, J. M. Klisch, W. Pour, G. E. 
Rowe, J. G. Spalvins. 

Associates: R. Baxendale, J. L. Blacket, 

. A. Foster, T. P. Heffernan, T. G. 
Kerr, M. L. Morphett, R. A. J. Muller, 
R. A. Tozer, Z. Stefanskyj, R. J. Watkins, 
P. T. Williams. 
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PROFESSIONAL NOTICES 


ACCOUNTANCY PRACTICE FOR 
SALE—Sound practice established over 
ten years in progressive N.W. coast town 
in Tasmania. Gross fees £3,500 p.a. with 
opportunities to expand. Prepared to 
accept reasonable offer. Residence also 
available if required. Reply to P.O. Box 
87, Devonport, Tasmania. 


PRACTICES AS GOING CONCERNS, 
or clients only, in Sydney or any part of 
New South Wales, are required. Please 
forward full details, which will be kept in 
strict confidence, to No. 252, c/- Australian 
Society of Accountants, 5 Bligh Street, 
Sydney, N.S.W. 


PRACTICE FOR SALE. Well-estab- 
lished public accountancy practice for sale 
in prosperous town on the northern table- 
lands. Price £2,500, including plant. Full 
details on request to No. 253, C/- Aus- 
tralian Society of Accountants, 5 Bligh 
Street, Sydney. 


TWO EXPERIENCED CHARTERED 
ASSOCIATES wish to purchase a Mel- 
bourne city or suburban practice, by out- 
right purchase, or where the principal(s) 
retire over a period. Gross fees approx. 
£6,000 or less. Reply to Box No. 461, c/- 
Australian Society of Accountants, 37 
Queen Street, Melbourne, C.1. 


ASSOCIATE WITH 20 YEARS’ 
GENERAL ACCOUNTING and taxation 
experience desires contact well-established 
public accountant interested in developing 
taxation consulting side of practice. 
Nearer country district preferred. Apply 
No. 254, c/- Australian Society of 
Accountants, 5 Bligh Street, Sydney. 


EXPERIENCED ASSOCIATE available 
to assist other practitioners or for a part- 
time position, preferably taxation work. 
Reply No. 462 c/- Australian Society of 
Accountants, 37 Queen Street, Melbourne. 


Rate per line 5/-; 
minimum per insertion 15/- 


APPLICATIONS ARE INVITED for the 
position of SENIOR CLERK.—Knowledge 
of taxation, qualified or well advanced in 
studies. Very good opportunity for 
advancement and excellent prospects for 
early admission to partnership. Large 
suburban accountancy practice with modern 
offices and staff of fourteen. Prospects of 
financial assistance being available to help 
successful applicant in purchase of home 
if desired. Replies to No. 255, c/- Aus- 
tralian Society of Accountants, 5 Bligh 
Street, Sydney. 


A SERVICE CONTRACT with suitable 
opportunity to develop interests, is sought 
in Victorian country centre by well-qualified 
man with wide experience in audit control, 
taxation accounting and finance.—Long 
service with city firm of public accountants, 
bona fide reasons. Reply to No. 460, ¢/- 
Australian Society of Accountants, 37 
Queen Street, Melbourne, C.1. 


ASSOCIATE DESIRES TO PURCHASE 
PRACTICE OR PARTNERSHIP in 
Queensland. General accounting experience 
including taxation and auditing. Refer- 
ences available from previous partner. 
Replies to No. 143 c/- Australian Society 
ws Accountants, Box 457F, G.P.O., Bris- 
ane. 


TYPISTE—formerly 
accountant’s office accustomed typing 
financial statements, returns of income, 
etc., now offers service to practitioners and 
public. A.J.B. Secretarial Service, 43 
Hardware Street, Melbourne. MU 2344. 


ACCOUNTANCY PRACTICE. Latrobe 
Valley, fully equipped suite offices and 
switchboard, established clientele, 6 roomed 
brick house available at nominal rental. 
Excellent opportunity for young energetic 
practitioner. £2,500 Walk-in-walk-out, or 
near offer. Write “Accountant” P.O. Box 
71, Yallourn. 


employed public 





ACCOUNTANCY CLASSES 


Thorough instruction by highly qualified 
lecturers, 


Full range of subjects for Society’s Exam- 
inations. 


Stott’s Business College 


96 Russell Street, 


Melbourne, C.1. MF 5231. 











NIGHT CLASSES 
AT TAYLOR’S 


ACCOUNTANCY 
Preliminary, Stages I, II, III 


George Taylor & Staff 
306 Little Collins St., Melbourne 


(Entrance in the Causeway) 
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FOR RAPID REFERENCE INSTALL RONEO STRIPDEX EQUIPMENT 
No more searching through sheaves of typescript or pages of cumbersome 
books—no more fumbling through drawers of loose cards—Roneo Stripdex 
gives you the answer you need quickly and conveniently. 

This is the clearest and most practical way of compiling the many lists of 
detailed information necessary to modern business. 

Individual references, each on its own strip and set up in light-weight panels, 
can be pinpointed immediately. 

Roneo Stripdex Equipment can be adapted to any indexing requirement from 
compact lists of telephone numbers to registers of unlimited size. Typical uses 
are:— 

CROSS INDEXES — CUSTOMER LISTS — FOLLOW-UP RECORDS 
CREDIT SANCTION LISTS—FACTORY PROGRESS RECORDS—STORES 
LOCATION INDEXES — STAFF MEMBERSHIP RECORDS — PRICE 

LISTS — OUTSTANDING ORDER RECORDS AND MANY OTHERS 


Call tx RONE®) easeed clo lhe job properly 
RONEO CO. (MELBOURNE) PTY. LTD. 


58 & 64 MARKET STREET, MELBOURNE, C.1. 
TELEPHONE MA 3526 











—— 





The Australian Accountant, November, 1957. 











Is your business 
Has it ever occurred to you 
what a hopeless task it 
wo would be to try to start your 


business again if all your 
business records were des- 


troyed in a fire overnight? 
' Regardless of your present 
fire-protection methods, your 
records are in danger of 


destruction every night. 


How can those vital records 
0 your be protected? As the first 
step may we suggest you 
ask your secretary to write 


s 
creta "S time 9 or phone for advice on your 
a record-protection problem? 


y AUSTRALIAN CO. LTD. 
C “| ij G be 3 4 164 Clarence St., Sydney. Tel. BX 4911 
340 Collins St., Melbourne 
Tels. MU 4185, MU 4733 
344/6 Queen St., Brisbane. Tel. FA 2778 


9 Anster St., Adelaide. Tel. LA 6107 
47/hp.Al 








— — —- 





Customs and Forwarding Agents — Cartage Contractors 


LY fd) 


Ao ¥ | (coh Y 
Ze 


Le 
<BR ovncs) 


TRANSPORT AGENCY 


YOUNGS will speedily and safely deliver your merchan- 33-35 KING STREET, 
dise to places near and far, YOUNGS are specialists MELBOURNE. 


in Rail, Sea, Air and Road Transportation. In fact, 
YOUNGS really deliver the goods. MB 3 9 51 (15 lines) | 


et 
eR —— SS 
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A pencil message to any departr 


FACSIMILE 


TELETAPE TRANSCEIVER 


SUPPLIED BY S.T.C. 


Steps-up operations with automatic message delivery ! 


Here’s the quieter, sure way to transmit messages YOUR particular business. No obligatio 
in a clear, written form. in only 18 seconds, this the coupon today. 

Teletape Transceiver delivers a clear, legible re- 

production of a pencilled message cayuners —— 

your office building or factory. ead how 8 

versatile machine can help your operations. Stavdand Telephones and (ables ‘ 
IN WAREHOUSES 

Packing departments can be advised of order de- 
tails, instructions, and queries quickly and effec- 
tively. Ordering of stocks, check on individual 
parts, etc., is greatly simplified. 

IN FACTORIES 

Quick notification of production requirements | would like to know more about the Fae 
enables parts to be moved to production line Teletape Transceiver—please send me 
swiftly, speeds up re-ordering of components. SRD ccncinity ch gtussheun<ekt-corpe Geren oo ee 
IN BANKS 

Handling of customer account enquiries is greatly Adéress i 

accelerated. The Teletape Transceiver enables Type of Business 

faster checking of balances, etc. Signature 

IN BUSINESS STANDARD TELEPHONES & CAB 
gens orders, epoca! despatches oe distribution PTY. LTD. 
nstructions and other vital details requiring 7" N.S.We 
immediate attention are carried out smartly. £82-27¢ Botany yO gamer 4 
Costly time-wasting messenger services and tele- . Mel MY 
phone-error risks are eliminated. 147 King Street, Melbourne — 

Write for further information and technical de- An I.T. & T. Associate. 
tails of the Teletape Transceiver as applied to 


Xxvi The Australian Accountant, November, 














t 
$ 





